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U.S. DEPARTMENT OF THE TREASURY’S 
REPORT TO CONGRESS ON 
INTERNATIONAL ECONOMIC AND 
EXCHANGE RATE POLICY 


WEDNESDAY, MAY 1, 2002 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Committee met at 10:02 a.m. in room SD-538 of the Dirksen 
Senate Office Building, Senator Paul S. Sarbanes (Chairman of the 
Committee) presiding. 

OPENING STATEMENT OF CHAIRMAN PAUL S. SARBANES 

Chairman Sarbanes. The hearing will come to order. 

We are very pleased to welcome Treasury Secretary O’Neill to 
the Committee this morning to testify on the Treasury Depart- 
ment’s Report to Congress on International Economic and Ex- 
change Rate Policy. 

He will be followed by a panel of representatives of American 
manufacturers, workers, farmers, and academics, who will com- 
ment on the impact of the exchange rate of the dollar on U.S. 
trade, employment, and long-term economic stability. 

Mr. Secretary, we apologize. We had a vote and we had no alter- 
native in terms of when to start. And I understand that you have 
some time pressures and we are mindful of those. So when the 
time comes that you have to leave, we will certainly recognize that. 

The Omnibus Trade and Competitiveness Act of 1988 requires 
the Treasury Department to submit a report to Congress annually 
in October, with an update after 6 months, on international eco- 
nomic policy, including exchange rate policy. 

The Banking Committee originally planned to hold this hearing 
last October, at the time of the submission of the annual report, 
but delayed it because of the events following September 11. 

This morning’s hearing is technically on the 6 month update of 
that annual report, but obviously, will encompass the report as 
well. It is important to just take a moment, and I will be very brief 
here because I know we want to move along, to understand the 
origin of this reporting requirement, so we can understand its 
purpose. 

The report required in the 1988 Act was a response to the experi- 
ence in the early 1980’s when the exchange rate of the dollar rose 
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to very high levels and there was a sharp deterioration in the U.S. 
trade and current account balance. 

Initially, there was a denial that there was any issue, any con- 
cern. But the Treasury Department — this is in the Reagan years. 
Secretary Baker — shifted positions and organized an effort by the 
Group of 7 industrial countries in 1985, known as the Plaza Ac- 
cord, to address lowering the value of the dollar and begin to ease 
the deterioration in the U.S. current account. 

In the aftermath of that experience, the Congress realized that 
it did not have a mechanism by which the Treasury Department 
would regularly report or testify on the conduct of international 
economic policy. There was a recognition that this was a critical 
area of economic policy and that a mechanism similar to the re- 
quirement that the Federal Reserve report to Congress semiannu- 
ally on the conduct of monetary policy, was needed. This report was 
the result of that rationale. We regard this report as a serious mat- 
ter. We intend for the Committee to conduct regular oversight on 
this important issue. 

I want to commend Secretary O’Neill and the Treasury Depart- 
ment for the timely submission of the report and its 6 month up- 
date since the current Administration took office. In this regard, 
they have been quite responsive to the requirements of the statute. 
I am not going to go through the different requirements of that 
statute, many of which have been met specifically in the reporting 
requirement. There are some that were not addressed and I may 
make reference to those in the question session. 

The purpose of the report is for Treasury to present its views in 
writing to the Congress and the reasoning behind these views, and 
we look forward to hearing from the Secretary this morning. 

Senator Banning. 

COMMENTS OF SENATOR JIM RUNNING 

Senator Bunning. Thank you, Mr. Chairman. First of all, thank 
you for holding this hearing and thank you. Secretary O’Neill, and 
all our other witnesses for being here. This is an important hearing 
and I would like to thank everyone here for testifying. 

I am entering this hearing with an open mind. There is a diver- 
gent opinion on this issue and we need to hear from everyone who 
is affected by this. I believe our economy, though growing, is still 
rather fragile and we could slide into what is known as a double- 
dip recession if we are not careful. We need to make sure that we 
make the right decisions so we do not jeopardize this recovery. 

I believe your testimony today can help us figure out how to keep 
the recovery going. I look forward to hearing from you and all the 
other witnesses, and I thank you, Mr. Chairman, for holding the 
hearing. 

Chairman Sarbanes. Thank you. Senator Bunning. 

Senator Johnson. 

STATEMENT OF SENATOR TIM JOHNSON 

Senator Johnson. Thank you. Chairman Sarbanes, and thank 
you. Secretary O’Neill, for joining us here today. 

This is an important hearing to discuss international economic 
conditions and exchange rate policy. Monetary policy and the 
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strength of the dollar relative to foreign currencies play a critical 
role in America’s ability to compete in a free trade environment. 

I think it is fair to say that in my home State of South Dakota, 
that the appreciating value of the dollar, the differential that in- 
creasingly occurs, is significantly undermining support for free 
trade negotiations, as our farmers and ranchers in particular find 
increasingly that the problem that they have that results in an 
unlevel playing field in their perspective is not so much the issue 
of tariffs and other nontrade barriers, as it is currency differentials. 

I want to focus a bit today on the local economic impact that the 
strong U.S. dollar has in my State. I am concerned that, in the face 
of cheaper meat imports, cattle and sheep prices continue to fall 
and exports stagnate. I am also concerned about small manufac- 
turing firms as well that are unable to compete effectively against 
foreign competitors due to the sustained appreciation of the dollar 
against other currencies. 

This past year, my State saw an 11.6 percent decline in manufac- 
turing employment and a 27 percent increase in personal bank- 
ruptcy filings. Some of this, of course, is due to the business cycle 
and the recent recession. But the depreciation of the dollar and the 
consequent depression in commodity prices appears to be a prin- 
cipal reason why the ag economy did not share in the economic 
prosperity that most sectors enjoyed between 1995 and 1999. 

Last year, I requested the USDA to complete a study on the U.S. 
sheep industry, its future and the factors that have led to its de- 
cline. The study focused on the rapid increase in lamb imports in 
the mid-1990’s that resulted from price manipulation by New Zea- 
land and Australia. As a result of arbitration, the United States 
established a 3 year tariff rate quota, TRQ, on lamb imports from 
these countries in July 1999. 

Despite implementation of the TRQ, imports did not slow be- 
cause the effects of the tariff were almost entirely offset by the 
strong United States dollar and unusually weak Australian and 
New Zealand currencies, in 1998, when the United States dollar 
appreciated against the Australian and New Zealand currencies by 
more than 18 percent and 24 percent, respectively. 

In light of these developments and the impact that it has on U.S. 
trade, and the impact it has on the willingness of the American 
people to pursue trade agreements that do not take into consider- 
ation currency differentials, I think it is very important that we 
take a hard look at this, and I welcome. Secretary O’Neill, your re- 
port and your willingness to testify to this Committee today. 

Chairman Sarbanes. Thank you very much. Senator Johnson. 

Senator Miller. 

COMMENTS OF SENATOR ZELL MILLER 

Senator Miller. Thank you, Mr. Chairman, for holding this 
hearing. I will pass on a statement. But I do want the Secretary 
to know how glad we are to have him with us and thank him for 
his service. 

Chairman Sarbanes. Senator Corzine. 
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COMMENTS OF SENATOR JON S. CORZINE 

Senator Corzine. Mr. Chairman, I thank you for holding this 
hearing, and it is always good to see the Secretary. 

This is an important topic that really has a true impact on our 
economy and I look forward to his remarks and the other wit- 
nesses’ remarks as well. 

Thank you. 

Chairman Sarbanes. Good. 

Senator Akaka. 

COMMENTS OF SENATOR DANIEL K. AKAKA 

Senator Akaka. Thank you very much, Mr. Chairman. I will also 
be brief 

I want to welcome the Secretary and I look forward to your re- 
port to us on International Economic and Exchange Rate Policy. I 
also welcome the other witnesses. 

During today’s discussion, Mr. Chairman, I am particularly inter- 
ested in the current account deficit and the potential problems that 
it may cause. 

Given the divergence of opinion on the significance of the current 
account deficit, I look forward to an examination of the con- 
sequences of the deficit on our economy. Secretary O’Neill, you 
have stated that the current account deficit is a meaningless con- 
cept. The International Monetary Eund’s chief economist has called 
the U.S. current account deficit, and the possibility of a correction, 
a significant risk to the global economy. 

The Wall Street Journal described the nightmare scenario involv- 
ing the reversal in account deficit and the possibility of foreign in- 
vestors withdrawing their money out of the U.S. economy. This 
could lead to a weakening of the dollar and stock markets, and 
higher interest rates. 

I welcome, Mr. Chairman, the witnesses’ assessments of the po- 
tential adverse impact of the current account deficit on the global 
economic outlook and the consequences of account reversal. 

Mr. Chairman, I thank you very much for holding this hearing. 

Chairman Sarbanes. Thank you. Senator Akaka. 

Secretary O’Neill, we would be happy to hear from you. 

STATEMENT OF PAUL H. O’NEILL, SECRETARY 
U.S. DEPARTMENT OF THE TREASURY 

Secretary O’Neill. Chairman Sarbanes, Ranking Member 
Gramm, Members of the Committee, thank you for this opportunity 
to appear before you to discuss our international economic policy. 
With the Committee’s permission, I will submit my full testimony 
for the record and make an abbreviated oral statement to allow 
more time for questions. 

Chairman Sarbanes. Thank you very much, that will be fine. We 
appreciate that. 

Secretary O’Neill. Thank you, Mr. Chairman. 

At the outset, I think maybe it is important for me to say, be- 
cause I want to have an opportunity to have a full and clear en- 
gagement with the Chairman and Members of the Committee, that 
whatever one might try to imply from what I say today, there is 
no intent in anything that I say that should give comfort to those 
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who think we are going to change our policy today. I say that to 
you because, as I read the wire clips from around the world this 
morning, there is apparently some breathless anticipation that I 
am going to say something to intentionally indicate a change in 
policy position or direction. 

I want to assure you at the outset that whatever I may say, that 
is not the intent. And again, I want to make it really clear because 
the people who benefit from roiling the world currency markets are 
speculators. And as far as I am concerned, they provide not much 
useful value to the furtherance of advancing the cause of improving 
living standards around the world. So, I do not want to give them 
any ammunition to say that there is a basis for roiling the world 
currency markets out of our conversation here this morning. 

I would like to touch on several of the Administration’s policy ini- 
tiatives for increasing economic growth and reducing economic in- 
stability abroad. They are of vital interests to the United States. 

First, we are working to reduce barriers to international trade. 
Total U.S. trade amounts to about one quarter of our domestic 
product, and trade touches every part of our economy and creates 
millions of American jobs, paying above-average wages. 

To bolster growth and create new exports and job opportunities 
for America, the Senate should pass trade promotion authority so 
that President Bush can work with nations around the world to re- 
duce trade barriers and open markets to U.S. exports. 

Second, we are also working with the International Monetary 
Fund to give emphasis to their role in crisis prevention. When cri- 
ses do occur, we need a more orderly process for resolving them so 
that capital continues to flow to emerging markets. We are working 
with others in the official sector to implement a market-oriented 
approach to the sovereign debt restructuring process. We also sup- 
port continued work on the Fund’s statutory approach to sovereign 
debt restructuring. 

Regarding the multilateral development banks, we believe they 
can deliver better results by investing in high-impact, productivity- 
enhancing activities. 

President Bush has proposed that we transform the World Bank 
and other development bank funds for the poorest countries into 
grants rather than loans. Investments in crucial social sectors, 
such as health, education, water supplies, and sanitation, are cru- 
cial to private enterprise-led growth and a necessary basis for de- 
velopment. But they do not directly generate the revenues that 
service new debt. As a result, the recipient government is forced to 
repay the loan by taking resources from citizens subsisting on less 
than a dollar a day. By piling loans on these nations, we are simply 
generating the next generation’s debt-forgiveness program. We 
ought to recognize that projects that do not generate economic re- 
turns should be funded by grants and not loans. 

President Bush recently announced his new compact for develop- 
ment, a major new initiative for development based on the shared 
interests of developed and developing nations in peace, security, 
and prosperity. 

The compact creates a new development assistance fund called 
the Millennium Challenge Account. To access account funds, devel- 
oping countries would have to commit to policies that promote 
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growth and development, including governing justly, investing in 
people, and promoting economic freedom. We intend to put our de- 
velopment assistance funds into environments where they can 
make a difference. Another important aspect of our international 
economic agenda is the financial war on terrorism. 

Since September 11, the Treasury Department has thwarted sup- 
porters of A1 Quaeda and other terrorist organizations by freezing 
$34 million in assets directly and assisting our allies to freeze 
another $70 million. Recent joint discussions with our allies mark 
a new level of coordination in the fight against international 
terrorism. 

I would like to now turn briefly to global economic conditions. 
The world economy is still in the early stage of recovery. The GDP 
figures released last week confirm that we are on the path back to 
sustainable growth of 3 to 3V2 percent per year. 

I also want to reiterate my feelings on the U.S. current account 
deficit. The current account represents the gap between domestic 
savings and investment. It is financed by international capital 
flows which have risen because of foreign interest in investing in 
the United States. As long as we continue to have the best invest- 
ment climate in the world, people in other nations will send their 
savings here, where those resources fuel our economic growth and 
job creation. 

I believe we should strive in both the private and public sectors 
to always be the best place on earth to invest. As long as we are 
the most productive economy in the world, our Nation will continue 
to be prosperous. 

I thank you again for this opportunity to testify and I would be 
delighted to take your questions. 

Chairman Sarbanes. Well, thank you very much, Mr. Secretary. 

I want to focus on the current account deficit. I am really seeking 
a better understanding of your views. The current account deficit 
now as a percent of GDP is higher today than it was at its peak 
during the 1980’s. In fact, we have some charts that show a really 
dramatic deterioration in the current account deficit as a percent 
of the gross domestic product. 

This is back in the 1980’s and then this is what has happened 
in the 1990’s (indicating). 

You have been quoted as saying — “I do not know.” I will let you 
address the quote — that you view the current account deficit as 
meaningless or irrelevant. Would you explain to us the rationale 
behind this view? 

Secretary O’Neill. I am sure I must have said that some place. 
I am not sure what the context was of when I might have said 
something that fits between those quote marks. My view of the cur- 
rent account deficit is this. I think, first of all, one needs to exam- 
ine what the origins of the idea of the current account deficit are. 

I think the answer to that question is, it is a derivative part of 
the notions that were put in place in the late 1930’s and early 
1940’s about how we should assemble data to look at how the world 
works, and to try to draw from the data in these various conven- 
tions that we have adopted correlations with good and bad eco- 
nomic activity in the world. When I look at it, I, first of all, ask 
myself, is the world the way it was in 1939 or 1940, when Simon 
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Kuznets and his associates put it together? My own answer to that 
is that it is not. And it is not in these important ways. 

I think in the 1930’s and 1940’s and, in fact, I think one could 
argue mayhe even through the 1950’s, that the world in fact was 
relatively aligned with the ideas that suggested that the world is 
run on a nation-state basis, and that nations are basically inde- 
pendent of each other in an economic sense, and that in fact, it is 
possible for one nation to substantially change its economic position 
by playing off of other nations because of the separateness. 

I do not find that to be the way the world is any more. Having 
run a corporation with operations in 36 nations, I will tell you 
what — I never spent a minute thinking that somehow, I could go 
to some of these, any of these other countries, and act as though 
that country were independent of the rest of the world. 

I did not find that it was possible to do that here in the United 
States. In fact, I do not think it is possible for anyone to do it. It 
is possible for people to continue to think it, but it is not real world 
in terms of the way world economic activities work any more. So, 
I have a problem with the construct before I ever get to what the 
implications of adding up all of these numbers are? And then I 
would submit this — that it is said that the current account deficit 
is a U.S. current account deficit. 

Now my question is, what does that mean? Does the U.S. Gov- 
ernment have a deficit with other countries? That is to say, have 
we in the Federal Government gone out and borrowed money from 
other countries that they can jerk out from under us? 

The answer to that is no. 

Who owns the so-called current account deficit? Millions, or 
maybe even billions of individual investors who have made deci- 
sions around the world to own these investments. Again, in my 
brief oral statement, I made the point that the reason money comes 
here is because it is treated better than any place in the world, as 
measured by the risk-adjusted rate of return on investments that 
are made in the United States. 

I have a lot of trouble with the construct that, if you accepted 
at face value that somehow this is a deliberate decision of the 
United States to do something, this is an analogy to an individual 
deciding to borrow too much money. I find it is a false analogy. So, 
when I have said these words about my problem with the current 
account deficit, it is this stream of thinking that I had in mind. 

It does not mean that I do not think there is some legitimate 
value in thinking about relative capital flows around the world and 
the implications that has for interest rates and other important de- 
terminants of where money goes. But it does mean that I do not 
think the simple correlations that are made are not meaningful or 
useful and, in fact, I think are a dangerous basis for making policy 
prescriptions. 

Chairman Sarbanes. Let’s just sharpen the debate for a minute. 
I know you are a man who likes to engage in vigorous intellectual 
debate. I want to quote to you from The Economist just a week ago, 
an editorial. This is what they say: 

The International Monetary Fund says that America’s current account deficit 
poses one of the biggest risks to the world economy. Paul O’Neill, America’s Treas- 
ury Secretary, reckons that the Fund’s economists do not know what they are talk- 
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ing about. He says the current account deficit is a meaningless concept. Policy- 
makers should pay no attention to it. 

Mr. O’Neill’s views fly in the face of experience. A deficit that will require Amer- 
ica to borrow from abroad almost $2 billion a day by 2003 can hardly be ignored. 
The consequences for the dollar if foreigners’ appetite for American assets even 
wanes would give a Treasury Secretary who knew what he was talking about sleep- 
less nights. 

Now, I put that out there because this is one serious commentary 
and I would be interested in your response to it. 

Secretary O’Neill. If you do not mind, I have two different 
things I would like to say about that. 

First of all, last November, the International Monetary Fund — 
we got the World Bank and the International Monetary Fund, the 
G-7, together — made a public pronouncement that growth in the 
United States in 2002 would be 0.7 percent. 

And on the spot, I said to the managing director of the IMF, I 
am going to bet you a dinner in a restaurant of your choice that 
we are going to far exceed that number. They have now decided 
that the number is going to be 2.4 percent. So, at the time, I was 
saying we were going to be some place like where, in fact, we are 
on the glidepath. And so, maybe you would prefer their economic 
judgment to mine. So far, they have not been right. 

Now to a different point on this. It is not that I think we should 
pay no attention to this issue. But I would ask the question, if you 
do not like the current account deficit, what policy instruments 
would one use to change the current account deficit? And then, 
what is the most meaningful question — are you willing to suffer the 
consequences of treating the current account deficit as the objective 
variable in the equation? 

What I mean by that is this. One way to fix the current account 
deficit is to reduce imports. I do not know anyone who wants to do 
that because the implications of reducing imports is we become a 
more isolated and insulated society. Our citizens pay more money 
for goods. The reason goods are coming here is because they are 
valued by consumers at the prices they are offered at, as compared 
to alternatives. 

So if you do not like the current account deficit, we could say, 
bugger them, the U.S. citizens. We here in Washington know bet- 
ter. They should not be buying so much stuff from outside the 
country. That would fix the current account deficit. That does not 
seem like a brilliant thing to me to do. 

If you look at the academic work, what I consider to be the best 
academic work on this subject, there is a report I would submit to 
you by Allan Sinai that was done in December 2000, that basically 
says, if you run all the econometric equations and treat the current 
account deficit as the dependent variable and you seek to reduce 
the current account deficit, every single intervention hurts the U.S. 
economy, as compared to leaving the current account deficit alone. 

I have not seen academic work that suggests itself to me that 
produces a different answer. And so, it is part of the reason why 
I am mystified that there seem to be so many people that want to 
treat the current account deficit as the objective function for our so- 
ciety, when doing so. This is not a partisan report from Sinai. This 
is an academically solid, legitimate report. I do not know of some- 
thing to counter Alan’s findings. 
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Chairman Sarbanes. Well, we could go on at great length, but 
my time has expired, and I am going to yield. 

I would just note that the panel that is coming along behind you 
feels pretty strongly, at least a number of them do, that the cur- 
rency is manipulated by some of our trading partners, very much 
to the U.S. disadvantage, and that is affecting the balance of trade 
in a very substantial way. And, of course, that is one of the things 
that we are trying to get at in these reports. 

Senator Running. 

Senator Running. Thank you, Mr. Chairman. 

Secretary O’Neill, the Treasury Report said there was no current 
manipulation by our major trading partners last year. How does 
this jibe with the reports saying China purchased $50 billion, 
Japan bought $39 billion, and South Korea bought $9 billion last 
year? In other words, if there is no importance to that fact, how 
does that jibe with your report? 

Secretary O’Neill. Ry the definitions of law, as we understand 
it, the individual actions that have been taken do not amount to 
manipulation under the statute. And I think, in a broader sense, 
if you look at the Chinese currency against world currencies, they 
are running kind of a soft peg. 

I do think this. The markets are grinding so finely, and they are 
so interlaced any more, that it is not possible any more to actually 
fool the market for very long. That is to say, to create an artificial 
situation that is not in line with the judgment of the market about 
the discounted present value of productivity improvements relative 
to other countries. 

Senator Running. Currently, I do not disagree with you. 

What happens with China having that large a reserve of U.S. 
dollars — what happens in a time of crisis, such as a confrontation 
at the Taiwan Straits that the Chinese could dump dollars onto the 
world market in an attempt to destabilize our economy? 

Secretary O’Neill. First of all, it presumes that the dollars are 
held by an authority that has the ability 

Senator Running. The Chinese government. 

Secretary O’Neill. Rut the Chinese government I think does not 
actually hold that money. I think if you go look at how that money 
is held, you are looking at first-order effects. Look at the second- 
order effects. What did the Chinese do with that money? 

I will tell you one thing that they did with it. They built new fac- 
tories. Now where do they get the technology for the new factories? 
They bought it in the UK or they bought it here, or they bought 
it — you know, it is in German hands or it is in Rrazilian hands. It 
is in somebody else’s hands. 

It is another problem that I have with the current account def- 
icit. It assumes the world is static and that first-order effects never 
become second-order effects. 

Senator Running. I do not consider it static. Rut I understand 
that if they do use that currency as hard dollars to do other things, 
that they are replacing them with hard dollars. And we are talking 
about a fixed period of time where they measured the amount of 
dollars that the Chinese had under their control. Are you telling 
me that that is not important? 

Secretary O’Neill. I do not think so. 
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Senator BUNNING. You do not think so? In other words, if they 
got up to $100 billion, you would not think so? Or $200 billion, it 
would have no effect? 

Secretary O’Neill. No, I do not think it is a material amount, 
in an economy that is a $10 or $11 trillion economy. $100 billion — 
I am trying to think about it. 

Senator BuNNiNG. As long as the situation in the world is like 
it is, I do not disagree with you. But if we have a confrontation, 
I think it would have a serious effect on the dumping and devalu- 
ing in our economy of the U.S. dollar, if they dumped that on the 
world market. 

Secretary O’Neill. I think if it is true that one sovereign had the 
ability to make an instantaneous decision, you might be right. I do 
not think that is the case. 

Senator Bunning. In the mid-1980’s, our Government worked on 
a similar problem through the Plaza Accord. In what circumstances 
would you have considered to take a similar action? 

Secretary O’Neill. Well, first, you are going to hear from panel 
members and I am sure they will have their own and probably dif- 
ferent views. 

Senator Bunning. I want yours. I do not want the panel’s. 

Secretary O’Neill. I just wanted to say, it is not clear to me that 
the implication of your question about the Plaza Accord has sub- 
stance behind it, in this sense: I think it is a real speculation to 
know, in fact, whether conditions and trends were moving in the 
direction that the Plaza Accord simply hopped on the back of. 

What comes to mind is the metaphor of the caterpillar riding on 
a log down the stream and thinking they are steering. I think you 
have to be really careful in assigning causality to supposed political 
interventions. I am not sure that those causalities exist. 

Senator Bunning. In other words, our political intervention in 
Afghanistan 

Secretary O’Neill. I did not say that. 

Senator Bunning. There is no consequences to Afghanistan? 

Secretary O’Neill. No, I did not say that. 

Senator Bunning. What are you saying, then? 

Secretary O’Neill. I am talking directly about intervention at- 
tempts in world financial markets. I am saying, I think there is a 
real doubt about the effectiveness of interventions or words about 
interventions — although I would grant you one thing. It is why I 
made my statement at the beginning — it was not my intent to roil 
the financial markets today. There is nothing the speculators like 
better than to roil the financial markets. And I think it is true, by 
changing rhetoric, you can roil or even maybe give direction to the 
financial markets over some limited period of time. 

But coming from the part of the economy that produces real tan- 
gible things you can take home and put on the table, I believe at 
the end of the day, while monetary affairs are not incidental, the 
real long-run economics of the world depends on the physical pro- 
duction of goods and services and therefore, you can have as much 
rhetoric as you want; eventually the world is going to stabilize 
around the real production of goods and services. 

Senator Bunning. You may believe that, but I will guarantee 
you, the Chairman of the Federal Reserve does not believe that. 
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Thank you, Mr. Chairman. 

Chairman Sarbanes. Thank you very much, Senator Bunning. 

Before I yield to Senator Miller, Mr. Secretary, I am prompted 
to quote President O’Neill of the International Paper Company in 
1985. 

The strong dollar has turned the world on its head. We have suffered a major loss 
in competition position because of the loss in exchange rates. And then O’Neill ex- 
plained that in the last few years, a strong dollar has dramatically eroded the U.S. 
forest products industry’s natural advantage in world trade. 

This is what we are hearing from all of your former colleagues, 
or people who currently hold comparable positions in the business 
world. And of course, that is what you were saying in 1985. 

Secretary O’Neill. Do you have the rest of what I said then? 

Chairman Sarbanes. Well, what else did you say then? 

Secretary O’Neill. What else I said then was, “what we in the 
industry need to do is we need to take matters in our own hands 
and we need to create conditions in the goodness of what we do, 
the exceptional excellence of what we do, so that we can pros- 
per no matter what is happening with exchange rates. We need to 
use our brain power to figure out how to create goods in the cur- 
rency that we sell them. And we need to take this responsibility 
on ourself.” 

I do not think you will be able to find any place where I called 
on the Government to intervene in the financial markets. I was 
basically calling attention to the fact that, indeed, currency rela- 
tions had changed and those who were going to prosper were go- 
ing to have to assume the responsibility for their own individual 
companies and industries to fix the problem, not look to Govern- 
ment to make a temporary intervention that would make life 
sweeter for us. 

Chairman Sarbanes. Well, Paul H. O’Neill, Los Angeles Times, 
International’s President, doubts that paper prices will rise in step 
with the dollar’s decline. But he definitely sees happier days ahead. 
“Exchange rates moving back to normal levels would be very good 
news for our industry, he says. We would recoup most, if not all, 
of our export volume.” 

Secretary O’Neill. That is a statement of fact. It is not a pre- 
scription for the Government to intervene. 

And if you go look at the record, which you will find both at IP 
and Alcoa, there is a performance. Let me remind you of rate 
spread. The Japanese yen-United States dollar rate, as I recall, in 
1985, was 240 or something on that order of magnitude. We 
reached a low relationship of 80 yen to the dollar, I think, a couple 
of years ago. 

Through that whole time, the companies I was associated with 
prospered, became leaders in the world. And we did not do it by 
coming down here asking somebody to fix the world, to make it 
easier for us. We did it with our fingernails in 36 different coun- 
tries around the world. 

Chairman Sarbanes. Well, it doesn’t square. You have the Plaza 
Accord and that helped you tremendously, you and other export- 
ers, and John Gorges, who was with you at International Paper. 
Correct? 

Secretary O’Neill. He was the Chairman. 
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Chairman Sarbanes. Yes. One of the toughest problems we face 
is the very strong dollar, which impacts our export products and 
prices a good deal. There are major uncertainties. If the dollar 
weakened, we could compete better. And it is not just us. It is other 
exporters, too. 

Senator Miller. 

Senator Miller. Mr. Secretary, I guess I am going to continue 
along that same kind of questioning. I want to say that I under- 
stand how you have to look at the really big picture. I appreciate 
that and I respect that. 

As a Senator from Georgia, though, I have to be a little bit more 
parochial. I have to look at those 8 million people in Georgia. There 
are some industries in our State, forestry is one of the key ones, 
agriculture, textiles. They all have complained to me pretty loudly 
that the dollar is making it difficult for them to export profitably, 
and making it easier for imports to take the market share here in 
the United States. 

Continuing on this line the paper industry which the Chairman 
mentioned, has seen more than 90 percent of the growth in their 
U.S. markets captured by imports, they tell me. I guess my ques- 
tion is, and I know you have to look at it from a different angle, 
but how would you respond to my constituent industries that are 
so very concerned about this matter? 

Secretary O’Neill. You know, when I come around and I sit on 
your side of the table, I understand the pressure that not just you, 
but you are reflecting what your constituents are telling you. I un- 
derstand the pressure that creates. 

I said that while I was at Alcoa, we prospered. But it does not 
mean that we did not have dislocations. In fact, we did have dis- 
locations because not in every place were we able to push our costs 
down enough to compete in the whole world on a competitive basis 
with changes in exchange rate positions over time. 

I know these are issues where your heart breaks for the people 
that are directly affected by these things. And I suppose it is no 
solace at all to the individuals who are directly affected. But I 
think it is demonstrably clear that in fact we in the United States, 
the U.S. citizens as a body, and the world as a body, are better off 
if we let competition and best value products lead the world. 

It is not an easy thing to follow in practice and that is why we 
have lots of people coming to Washington to tell us how they are 
hurting. And I think we have to be sympathetic with that. But I 
think at the same time we are better off to help the casualties if 
it produces a better economic outcome for the whole society than 
to let the casualties become the control on our ability to succeed as 
a total country. 

Senator Miller. Thank you. I do not have any other questions. 

Chairman Sarbanes. Senator Gramm. 

STATEMENT OF SENATOR PHIL GRAMM 

Senator Gramm. Well, Mr. Chairman, I was over trying to par- 
ticipate in the negotiations to bring our trade promotion authority 
bill to the floor, and so I missed our opening statements. So, I 
would like to take my time to make a statement. 
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First of all, every day on the world currency market, as I under- 
stand it, there are about $1.2 trillion worth of dollar transactions. 
This is the purest market in the world in that it has the most par- 
ticipants and it has the largest volumes. 

My own belief is that even a country as rich as the United States 
of America could affect currency values, could affect the value of 
the dollar, only for a very short period of time, just as I could lower 
real estate values in my neighborhood if I were mad at everybody 
else and wanted to hurt them, by selling my house for $100. But 
once the house is sold, then real estate values are basically back 
as they were. 

I not only believe we cannot affect the value of the dollar, except 
by changing policy that would affect people’s perception and the re- 
ality of the American economy, but also that currency intervention 
is a nonfeasible policy, even if it were desirable, would be my first 
thesis. 

Second, this is a perfect market, for all practical purposes, where 
every day people are buying and selling dollars. Why do they buy 
dollars? They buy dollars to buy American goods and they buy dol- 
lars to invest in America. And they sell dollars and buy foreign cur- 
rency to invest abroad or to buy foreign goods. 

So when we say we have a current account surplus, by definition, 
we have a capital account. We have a huge inflow of capital. Were 
that not the case, the value of the dollar would change and the sur- 
plus would be eliminated. What you are seeing is a mirror image 
of capital inflow versus a current account deficit. Now is the capital 
inflow bad? Who’s against investment? Every once in a while peo- 
ple say, well, my God, foreigners own some building in New York. 
I have found ownership is not what it is cracked up to be. 

[Laughter.] 

First, try moving that building back to Japan. Second, I do not 
think anybody is willing to come out here and say: Investment is 
a bad thing and we want less of it. Then what about loans? Aren’t 
you a debtor when you get a loan? 

Well, it depends on what you do with the loan. If you invest it 
productively, it is an avenue to riches. If you invest it poorly, it is 
a path to poverty. The only kind of loan I would be concerned about 
is if our Government were borrowing money to invest in Govern- 
ment and they expected value of the investment would be far less 
than the service cost alone. And exactly the opposite is true. 

This idea about what you said about forest products in my mind 
is totally consistent with what you are saying today. There is no 
doubt that at any given time there are many industries that would 
benefit if the dollar was cheaper. There are industries that would 
benefit if the dollar were more valuable. But the question — ^you are 
not here today representing the forestry industry. 

Secretary O’Neill. That is right. 

Senator Gramm. You are here today representing the American 
economy. And the point is that if you could snap your fingers and 
make the dollar cheaper, there would be some people who would 
gain. There would be some people who would lose. So, I do not see 
an inconsistency there. 
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Finally, I, quite frankly, do not have a problem with what The 
Economist says. For the world economy, looking at the world now, 
is it good that all this investment is coming to America? 

If you just look at the world economy now, maybe you would 
want to redistribute this investment differently. It may be risky for 
the world that America gets richer and more prosperous and our 
real wages rise and we become more dominant in the world, de- 
pending on your perspective. But our question is not the world. Our 
question is the United States of America. It seems to me that when 
we look at American interest, that it is very clear that we want in- 
vestment, that we want to have open markets, and that we are suc- 
ceeding economically as a result of it. 

So, I do not disagree with my colleague from Georgia. We have 
60,000 jobs in Texas in the forestry industry. A lower value for 
the dollar, if you could just wish it and have it, would be beneficial 
to them. 

But for everybody going to Wal-Mart, it would be a bad thing. 
And in this case, there is nothing that we could really do to change 
it, other than we could have our Navy blockade our ports. That 
would improve our situation. The enemy would do it in war, but 
we could do it in peacetime. Or we could stop foreign investment. 
I would submit, we do not want to do either one of those things. 

I think we need to keep our eye on current account deficit. If it 
becomes clear that it is a Government policy that is driving it, such 
as we are getting foreign loans to finance Government or foreign 
investment — if something artificial is happening, then I think it is 
something that we should be concerned about. 

But the thing I am never concerned about is that somehow, 
somebody is going to manipulate a market where there is $1.2 tril- 
lion worth of transactions every day. Even as much money as you 
control, you would be a bit player in this market. And foreign coun- 
tries that try to manipulate the value of the dollar are trying to 
get water to run up a rope. It just cannot be done. 

The only final point I would make is that we could have a dollar 
for exports and a dollar for imports. You could have one that was 
valuable and you could have one that was cheap. 

The problem is that then you would have to have an exchange 
rate between the two dollars. And in the end, I think this is a thing 
where individual industries can say, I wish markets were different. 
But, A, I do not think there is anything you can do about it and, 
B, even if you could do something about it, you might want to do 
it if you were in the paper industry. But if you are Secretary of the 
Treasury, you do not want to. 

I would say that we have been blessed with Rubin and Summers 
and with you. Secretary O’Neill, that on this one issue, that there 
has never been an equivocation. There has never been any politics 
involved in it. I think that the country has benefited a great deal, 
even though individual parts of the economy might benefit, but at 
a great expense to everybody else. I guess that is my view. I worry 
about this. But by the time I get to it on my list, every night I am 
asleep. 

[Laughter.] 

Chairman Sarbanes. Senator Corzine. 
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Senator Corzine. Well, I do not fall asleep thinking about the 
dollar, either, in that particular category of concerns. 

But I do wonder when you think about the current account, 
which I basically think is reflective of the underlying trade imbal- 
ances that we have, and it has some other elements in it, that a 
lot of the financing that goes on in the world, these flows which are 
covered by this $1.2 trillion, which you say is a lot of — I am a little 
more comfortable with speculators based on where I came from 
than maybe you are. 

[Laughter.] 

In the sense that it allows for the transition of the flow of dollars 
from one place to another, or assets. But it strikes me that while 
managing the dollar is not necessarily the issue, worrying about 
that underlying trade deficit is a real issue. 

And if it were to change our views with respect to how people 
look at the capital markets in the United States because they do 
not feel they are as secure as they might have thought they were 
at another point in time, which can happen for political reasons or 
it can happen for underlying economic conditions, the kind of defi- 
cits that Senator Gramm is concerned about, which, by the way, 
seemed to be reappearing in relatively substantial amounts. 

You can then have a completely serious series of events, like 
changing price levels and higher interest rates. I think we will hear 
Mr. Bergsten talk about that kind of scenario. 

Those things do happen. They have happened in history, that 
other countries ran large trade deficits. I think that there are rea- 
sons to be concerned about underlying trade conditions that work 
against our Nation, even at a macrolevel. Get away from the for- 
estry because, cumulatively, these things end up setting a vulner- 
ability that is actually more serious than the Chinese reserves 
building up $50 billion, which I think is a drop in the bucket. 

But if the investors in American stocks and bonds decide to get 
out, that is a lot easier to do than selling that building. Only one 
holder of those is the central banks or the reserve holders. And 
that is a serious concern. It is a serious concern if we see an ero- 
sion in our stock market because people do not have confidence in 
our accounting systems or our financial policies. 

That to me is a bigger worry than where the dollar is at a given 
point in time. And that is why it concerns me when you say it is 
irrelevant because it is relevant to the underlying economic condi- 
tions, which I agree with you, ultimately, are what determine 
where people want to put their money. 

There are issues here that could change people’s perceptions 
about the United States, our fiscal policy, the management of our 
internal structures that surround our markets, the accounting 
issue being one that I am concerned about. And so, isn’t that shock 
issue a real concern for anyone who is responsible for policy, and 
shouldn’t we do things that try to advance more security with re- 
gard to those in the long run? 

Secretary O’Neill. Indeed, I think I am very sympathetic to your 
notion that we should look at underlying trade relationships. I also 
am frankly much more interested in what we can do to advance the 
cause of more exports from the United States. And with that, the 
development of the world. 
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I am sure you all know this, there is still 1.2 billion people in 
the world living on less than a dollar a day. And if you can imagine 
raising their standard of living so that they could demand plywood 
from the United States and plumbing fixtures and the other things 
that we all take for granted, we would quickly get rid of the worry 
about current account deficit because we would be exporting goods 
and we would be creating well-paying jobs for people here in the 
United States that are demanded by people who are growing into 
something approaching our standard of living. 

So, I see this in a fuller sense because I am not really infatuated 
with finance as the prism for thinking about everything. For me, 
it is a derivative question. Finance is a derivative question, not a 
primary question. 

I am very interested in your notion that, yes, we should be wor- 
ried about this and we should be working on passing the trade pro- 
motion authority so we can get on with opening up markets to U.S. 
goods. And we can be helping people to realize a decent life instead 
of the misery so many of them are living in today. 

On your other question about the concern that investors would 
make what I would characterize as a cliff decision to withdraw 
from the U.S. market, indeed, I do think that we have to be very 
careful about the mix of monetary and fiscal policy so that inves- 
tors outside of the United States look at what we are doing and 
take comfort in what we are doing, that we are not running 
unsustainable excesses that would weaken their claim on U.S. 
goods and services because we are running policy that is a folly. 

So, I think, indeed, we have to pay a lot of attention at the Gov- 
ernment level to running sensible, sustainable fiscal and monetary 
policies and giving every bit of encouragement we can to the con- 
tinuation of the extraordinary level of productivity growth that we 
are seeing now. 

We are expecting when the final numbers are completed, that the 
first quarter rate of productivity growth in the United States is 
better than the 5.2 percent that we saw in the fourth quarter, 
which is truly extraordinary and I think should give lots of comfort 
to investors around the world, that the differential rate between 
productivity growth in the United States and every place else is 
just phenomenal. 

And when I sit down and talk with the chancellor of the UK and 
Eddie George, the Governor of the Bank of England, they just can- 
not figure out how we can be doing so extraordinarily well in pro- 
ductivity growth while they are still limping along in the 2 percent 
range, and have been for a very long time. It is not even a subject 
in Continental Europe. They just cannot imagine how their produc- 
tivity growth could begin to approach what we have demonstrated 
we can do. 

Senator Corzine. Two observations. 

First, these shocks do occasionally happen. We had one in 1987 
that was pretty clear when people evacuated markets at a given 
point in time. And it has real impact on the underlying economy. 
I know you are aware of that. 

Second, if you are concerned about the underdeveloped world, the 
United States — and I think investment is great for the United 
States. But the idea that we are sucking up most of the capital 
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that is freely formed is an issue that I think can be a concern for 
the development of a lot of the underdeveloped world. 

Frankly, I do not know that that relates to TPA. I think it has 
a lot to do with those internal structures and viabilities and polit- 
ical stability of a lot of the countries. So one has to figure out what 
is the most important ingredient to actually change what those 
conditions involve. 

Secretary O’Neill. I believe, these things are very much related 
to each other. And it probably escaped your notice because it did 
not get much attention, but when the G-7 was here 10 days ago, 
we did something which I think is profoundly important. 

We resolved that we are going to work with the developing world 
to move them all toward a condition of investment grade sovereign 
debt. And you will understand and you have indicated by what you 
just said, in order to do that, there has to be a real rule of law and 
there has to be enforceable contracts, and there has to be an attack 
on corruption. And with those conditions, we can begin to help 
them create a basis for better competing for capital flows. 

Now, I also believe this. I do not believe economics is a zero-sum 
game. I think the amount of money that is available for capital for- 
mation and capital investment is not limited to the amount that we 
are now producing. 

If we can grow our own economy at 3 V 2 , or maybe even a little 
better than that percent of annual growth, we will throw off more 
capital and that capital in turn, if it is properly invested, will 
produce more economic growth and more economic growth will 
throw off the capital that is required to bring others along. 

I really do believe the idea that capitalism at its best is a per- 
petual motion machine, or as close as the mind of man has been 
able to come, and that we are not doomed to live with the amount 
of capital that is now available as a limit for the whole world’s 
growth. 

Senator Corzine. Thank you. Mr. Chairman. 

Chairman Sarbanes. Mr. Secretary, I want to come back to this 
basic point. I am really taken aback that we have a Secretary of 
the Treasury who does not perceive any problems associated with 
this large current account deficit. Now that flies directly contrary 
to what virtually every other economic observer is telling us. 

Business Week recently ran an article: “U.S. Debt Overseas Stirs 
Up Trouble At Home.” The growing current account deficit might 
set the United States up for a fall. And they say the following: 

The United States mounting external debt is clearly the most crucial structural 
problem facing the economy. And unlike other recent economic troubles, there may 
be no easy way out. 

The January and February increase in imported goods was the largest 2 month 
rise in two decades. Last year’s current account gap hit 4.1 percent of gross domestic 
product and it could reach 5 percent by the end of 2002. That would be the largest 
rate in the industrialized world and larger than in many emerging market nations. 

Now, we asked Chairman Creenspan about this at the Joint Eco- 
nomic Committee, the consequences to the U.S. economy of a grow- 
ing current account deficit. This is what he responded. 

The current account deficit is also a measure of the increase in the level of net 
claims, primarily debt claims, that foreigners have on our assets. As the stock of 
such claims grows, an even larger flow of interest payments must be provided to 
the foreign suppliers of this capital. 



18 


Countries that have gone down this path have invariably run into trouble. And 
so would we. Eventually, the current account deficit will have to be restrained. 

Do you differ with that? 

Secretary O’Neill. That is all he said? He did not say at what 
level he thinks we have to do restraint or how he would restrain 
the current account deficit? 

Chairman Sarbanes. Are you prepared to concede that at some 
level it would need to he restrained? At some point is it a problem? 
Are you saying to me, it is not a problem right now, but it could 
be a problem? Or, are you saying to me, look, this is a meaningless 
concept. It is really irrelevant. It is not something we should worry 
about now or in the future or at any time. Forget this kind of 
thinking. That is the approach you originally took, I think. Is that 
your position? 

Secretary O’Neill. Well, I would want to look at the composition 
of where the money is and the circumstances that exist in the rest 
of the world. 

The implication of saying, yes, we should constrain the current 
account deficit is, as I said, as I have looked at the best academic 
work I know of, all the interventions that have been modeled would 
do damage to the U.S. economy if we decided to reduce the size of 
the current account deficit. 

I do not find it very appealing to say that we are going to cut 
off our arm because some day we might get a disease in it, and this 
is an anticipatory move. I just do not understand the thinking that 
treats what I consider to be an artificial, intellectually useful con- 
struct, and then take it to a policy conclusion that does damage, 
that we decide to do damage to our own economy because of this 
artificial construct. I do not find that appealing, no. 

Chairman Sarbanes. Let me go to another line of questioning. 
This issue leaves me very concerned because we have a Secretary 
of the Treasury who just says there is no problem. Everyone else 
is telling us there is a problem in varying degrees, and they have 
different approaches as to how to deal with it. But they are not 
saying, look, just forget about it. Just go on about your business. 

On the currency manipulation, and the Treasury found that 
there wasn’t any, but there is a general view that the net pur- 
chases of foreign exchange by the Bank of Japan in recent years 
probably held the yen at a significantly lower level than would 
have prevailed based on market forces alone. 

China, which has had a running current account surplus of about 
2 percent of GDP, so they are running a very large trade surplus, 
they have also had an enormous inflow of foreign direct invest- 
ment. In fact, the Treasury found that their bilateral trade surplus 
with the United States was $46 billion, just for the second half of 
2001. 

Ordinarily, with a sizable trade and current account surplus, and 
a large inflow of foreign direct investment, your currency would ap- 
preciate. But that has not happened in China. They have avoided 
that by acquiring huge amounts of foreign assets, in effect, doing 
what the Japanese are doing. In fact, your own report says that 
they expanded foreign reserves by $32 billion in just the second 
half of 2001. 
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Now why doesn’t this represent a concerted policy on the part of 
China, to get the trade surplus, to get the foreign direct investment 
and sustain that position by making the purchases, huge purchases 
of foreign assets, in order to hold their currency in place, all to 
their advantage? That is not the workings of the market forces. 
They are intervening in the workings of the market forces in order 
to sustain an advantage, are they not? 

Secretary O’Neill. I do not know. What would you prescribe as 
a policy intervention? Which one of those things would you see us 
changing somehow? 

Chairman Sarbanes. I think you have to look at something like 
the Plaza Accord again. You have to address, in effect, the over- 
value of the U.S. dollar in relationship to that. If they won’t, in ef- 
fect, allow their currency to depreciate, if they seek to sustain it 
in this way, then you have to do it on the American side. 

You are putting our manufacturers in an incredible position, it 
seems to me. They may be quite competitive. You talked about the 
productivity improvements. It is a real tribute to labor and to man- 
agement that have been doing that. But they are coming and they 
are saying to us, look, we are just at a 25, 30, 35 percent handicap 
because of the currency. Not because of the underlying economic 
realities. 

Then you say, well, the currency value is going to be set by the 
market. But then we look at what some of these major trading 
partners are doing who are running these very large trade sur- 
pluses with us and it looks as though, pretty clearly to me, that 
they are intervening in ways to affect the currency relationship in 
order to sustain a very substantial and significant trade advantage. 

I will concede to you, on many of these problems, just as you said 
earlier about the current account deficit, it is a very difficult call 
to figure out what to do. I do not gainsay you on that. But that 
is different than saying there is no problem here. That is different 
than saying, it is all irrelevant. It really dosn’t matter. The whole 
concept is faulty and we are just not paying any attention to it. 

Secretary O’Neill. I think, just as you said, it makes a lot of 
sense to pay attention to this issue, but at the level of detail that 
we are talking about it now. 

When you mentioned the elements of what China is doing, I 
would submit to you, at least for myself, looking at this data, it is 
not at all clear to me that China has been able to change the rela- 
tion of its currency to the dollar because of the combination of poli- 
cies that they are running. In fact, it is not clear to me that any 
nation has enough reserves any more to run even an intermediate 
length intervention program that the market does not believe is as- 
sociated pretty directly with the expectations for discounted pro- 
ductivity expectations as between countries. 

It is true that I think it is clear on the face of it, I have been 
to China and sat down with the Governor of the Bank of China and 
talked with them about their currency regime and their intentions 
toward the rest of the world. And it is true that they are running 
what I would characterize as a semisoft peg. But I do not think, 
however much of their reserves may be, that they can get away 
very long with, in effect, defeating the market or producing a dif- 
ferent relationship between their currency and the other major cur- 
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rencies in the world by using reserves to do it. And I think if it 
were true, then Argentina would not be where it is today. 

Chairman Sarbanes. First, I think the Chinese and Japanese 
are very skillful about this. 

Second, if the United States is not resisting what they are doing, 
but, in effect, is going along with it, which is essentially what 
would flow out of an attitude that says, this is an irrelevant con- 
cept and there is no problem here, it makes it easier for them to 
work this game to their advantage. That is what is happening. 

The figures just will not sustain, it seems to me, the position you 
are coming from. I think there is a problem. You keep saying, no 
problem. Manufacturers say that there is a problem. Economic 
commentators say there is a problem. You say, no problem. Well, 
look, as long as you say no problem, then their ability to have an 
impact is enhanced, not diminished, in my view. 

Secretary O’Neill. Senator, may I say just one word to that? 

Chairman Sarbanes. Sure. 

Secretary O’Neill. Again, I look at the objective evidence and I 
hear Japan. And I noticed this. In the last 12 years, the Japanese 
economy has performed dismally at something close to an average 
GDP growth of zero, as compared to a spectacular performance by 
historical measure for the U.S. economy over the same period of 
time. And we appear to be headed back toward our potential rate. 

The same facts pertain to Western Europe. I do not find a basis 
for deciding that what we have been doing is fundamentally wrong 
in the experience that we have had as an economy as compared to 
any other economy in the world. 

Chairman Sarbanes. We have heard you talk about short-term 
benefits and long-term vision and so forth in a different context in 
talking about the budget, having sort of self-discipline and so forth. 
The fact of the matter is that we are building up these large obliga- 
tions. We will have to pay or service those obligations into the fu- 
ture. So the gap between what we must produce and what we can 
reserve of that production for ourselves is growing because more 
and more of it is going to have to be committed to servicing these 
foreign claims that we have built up. 

You may say, well, the economy is going well. Everything’s 
hunky dory, and so forth and so on. But, nevertheless, this burden 
continues to build. And it carries with it, it seems to me, poten- 
tially very severe problems in the future. And you are the only one 
I find who denies that. Alan Greenspan says, at some point, we 
have a problem. Most everybody says that. I cannot even get you 
to say here today that at some point, we would have a problem. It 
is still no problem. 

Senator Gramm. 

Secretary O’Neill. As you know. Senator, I am not reluctant to 
be alone. 

[Laughter.] 

Chairman Sarbanes. I understand that. That is pretty clear. But 
you worry when the Secretary of the Treasury of the leading eco- 
nomic power in the world is pursuing an attitude and a policy that 
no one else thinks is on all fours. 

Senator Gramm. First, I would like to say, Paul, that I appreciate 
what you said today. I think it is very important, it is very tempt- 
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ing in this world we live in, in politics, what I guess would he the 
politics of political correctness, for people to say, oh, yes, there is 
a prohlem. 

You fall in love with somebody and they fall in love with you. 
Well, there is a problem because something could happen to them. 
There is a problem at the bottom of every good thing. To me the 
problem with going around talking about the problem is that there 
are people who have a vested interest to create a problem for their 
own benefit. I do not blame them. I am not being critical of them. 

It seems to me that the cold reality is that even if you wanted 
to manipulate the value of the dollar, that you could manipulate 
it maybe for a week. And that is for our financial position, and it 
would be money completely squandered. I think that that is the 
first place I am coming from. 

Second, we are all accustomed from early age, neither a bor- 
rower, nor a lender be. The plain truth is our country was built 
with foreign money from the time the first Pilgrim stepped on 
Plymouth Rock. At least until a couple of years after World War 
I, we were far and away the greatest debtor nation in the world. 

The British built our railroads. They built our canals. They built 
post roads. They invested in our manufacturing. But all those were 
good investments. So it was true, we had to pay all this money to 
Britain, but we made more money. Maybe I am so poor because I 
have never been a debtor. But I was never confident enough that 
I would have known what to do with the money any way. 

The one thing we could do that would clearly lower the value of 
the dollar would be increase domestic savings rates, no question 
about it. If we could get Americans to save more money, we would 
depress real interest rates and we would change the flow of capital. 
And that would be a positive for the world, as well as for us. So 
trying to create incentives or an environment to encourage thrift, 
I think all those would be very positive things. But I think, in the 
end, when you get right down to it, obviously, there are a combina- 
tion of circumstances whereby current account deficits could be- 
come a problem. 

Chairman Sarbanes. Were you nodding your head to that? 

Secretary O’Neill. I was. I agree with this formulation. 

[Laughter.] 

Senator Gramm. It depends on what is causing it. 

Secretary O’Neill. Right. 

Senator Gramm. That is the factor. Looking at the underlying 
things. And as I look at this trade deficit, I do not see anything 
right now we would want to change that is causing it. It is not as 
if it doesn’t accrue benefit to some people. 

The other day, I had left a shovel I was using in a truck, the 
shovel was gone. I had a limited amount of time, so I went to Home 
Depot and I was going to buy a shovel. I bought a shovel for $4.52. 
Now, I would say that never in the history of the world, has a qual- 
ity product sold for less than that. The plain truth is we live in a 
golden age. Now if I were manufacturing shovels, I would be 
damned unhappy about it. 

[Laughter.] 

I would be calling me up, if I were a manufacturer in Texas — 
I do not think we have any shovel manufacturers in Texas. But, 
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I would be saying, we need to do something about it because I 
am going out of the shovel business. And if you are in the shovel 
business, it is a terrible thing. But if you are buying shovels, it 
is not a terrible thing. And Government has got to balance all these 
interests. 

The only way I know to balance them is do it in a way that in 
the long-term benefits the most people. And it seems the way to do 
that is freedom and trade and that in the long-term, that is what 
benefits people the most. 

So there is a dark side of it. If you are trying to sell products 
on the world market or compete against imports, this high-value 
dollar with this massive inflow of capital, which, God knows, we 
do not want to stop and we could use more of it in Texas. The 
dark side of it is it does hurt some people. But any change in any 
policy hurts somebody. The vacationer is hurt by rain. The 
farmer is helped by rain. Anything you do has advantages and 
disadvantages. 

I guess if you are going to worry about it, you can. But in the 
end, I do not know under the circumstances we face now, I guess 
my view, and I will stop, Mr. Chairman, is I do not know what we 
could do differently other than better Government policies that 
would encourage more thrift in the United States. 

I do not think we ought to be discouraging people from investing 
in America. I do not think we ought to blockade our ports or im- 
pose tariffs. In fact, I am not sure a tariff would do anything to this 
problem. If you put a tariff on everything, exchange rates would 
change and it would have no effect. Only if you put it on some 
things not on others, do you help anybody. 

So, I think it is so tempting to say under these circumstances, 
yes, there is a problem. And I do not know exactly what Chairman 
Greenspan was referring to, but I just think that it is important 
to have somebody, and this happens to be you today, who says, I 
do not see a problem as to where we are now with this that we 
would want to fix. I think that is right. And I agree with it. But 
I do not agree with you about speculators. 

Secretary O’Neill. You do not? 

Senator Gramm. No. I knew you were a manufacturer when you 
said that. 

[Laughter.] 

Speculators are public benefactors who make money by making 
markets work better. And God bless ’em. 

Secretary O’Neill. Let me substitute manipulator for speculator. 

Senator Gramm. Well, manipulators in a market like this lose 
their shirt. 

Secretary O’Neill. That is what I want. 

Senator Corzine. Senator Gramm, I have never loved you so 
much. 

[Laughter.] 

Senator Gramm. Well, I give credit where it is due. 

[Laughter.] 

Secretary O’Neill. May I make just two quick points? 

Senator Gramm. You did not get rich without providing value. 

Secretary O’Neill. Just two quick points. Senator. Thank you 
very much for your comments. 
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First, on the issue of current account deficit. Economists — we did 
not know what this was back in the 1800’s. But it turns out we had 
a huge, overwhelming current account deficit in the late 1800’s. I 
guess it is a good thing that we did not know about it. We might 
have stopped the British investment. 

Chairman Sarbanes. Well, does the same thing work today? The 
world’s most advanced economy, as opposed to a nation seeking to 
develop itself. You apply the same test. 

Senator Gramm. You develop it. 

Secretary O’Neill. One of the things that I find, frankly, a little 
disconcerting about the notion of a current account deficit, and, 
again, I think it is a static concept. 

I have to tell you what I was doing when I was running Alcoa. 
Yes, I was borrowing money and getting more equity investment. 
But I was taking it around the world. So the idea that it was stuck 
here, the fact that ownership here did not mean it was stuck here. 
It was helping to create economic development around the world. 

Second, the other point I wanted to make was about this issue 
of savings. Inherent in that is a sense that we here in Washington 
know better than what individuals are now doing collectively they 
ought to do. I think that if you really stop and think about it, you 
really believe we here in Washington know better what individuals 
ought to do about savings and how we measure savings. 

Many people think their home is a savings and in fact, the evi- 
dence has demonstrated that people are getting real savings and 
ascension into the middle class by homeownership, which is an im- 
portant form of savings. The other face of that, of course, is that 
we have more savings and we have less consumption. So these are 
not questions without consequence. 

Chairman Sarbanes. Senator Banning. 

Senator Bunning. Chairman Sarbanes, thank you. I have heard 
enough conversation. I pass. 

Chairman Sarbanes. Jon. 

Senator Corzine. Mr. Secretary, I want to go back. 

Chairman Sarbanes. I told the Secretary that we would have 
him out in short order. Go ahead. 

Senator Corzine. Okay. It strikes me that we have a risk by this 
current account cumulative element that has built up over the 
years. And that is a dynamic. It keeps growing and our trade 
issues are ones, and it is a problem at a microlevel for a lot of indi- 
viduals. There is no trade adjustment kinds of facilities that are 
accompanying a lot of the problems that end up occurring as a 
function of exchange rates. And if they are sustained at relatively 
high levels, whatever that might be, then I think we have reason 
as public policymakers to wonder whether the system is working 
fairly. 

We have talked about China with the soft peg. And the fact is 
that that is an intervention into the market, not because of their 
purchases of dollars on the market, although, you know, at the 
margins some place, that increases the value. But if their currency 
depreciates versus the dollar, even within their pegged range, it 
undermines our manufacturers’ ability to compete fairly in a mar- 
ketplace, if one is talking about fair markets. 



24 


So, I think that is a legitimate problem. And if you put that cu- 
mulatively across a lot of different countries in the world, and 
there are places where there are soft pegs in other areas — you look 
in a lot of the developing world, there are soft relationships on 
what currencies are. 

I do not know. I think that is the case in Korea. I think that is 
the case in Taiwan. I think that is the case in the Hong Kong man- 
ufacturing areas. 

And with smaller currencies, it is easier to manipulate and op- 
posed to how it is with respect to the yen or the dollar or the Euro. 

I think that there are other structural elements of the market- 
place which you are trying to address here. But I think our manu- 
facturers and our workers end up on the short end of the stick with 
regard to how these systems work. 

I am not arguing that we ought to be in the manipulation of the 
currency markets. But I think we have a real policy responsibility 
to do something about changes in some of these structures that 
work to the disadvantage of American workers and American busi- 
ness. I do not think that all of those are not necessarily in the 
trade arena. They are in structural reforms that I think we have 
the impact to have real change brought to bear on how some of 
these markets work. 

A lot of these things do not even hit the radar screen of trade 
agreements. They are the regulations that slow down the flow of 
how people can participate in the markets. And that I think is a 
serious problem and I think it contributes to the long-term risk 
which has to do with what is the nature of the structure of Amer- 
ican markets, whether people lose confidence in our markets be- 
cause our accounting statements do not make sense or that we end 
up running huge deficits at the Federal Government that competes 
for that flow of inflow of capital. I think these things are serious 
and they are potentially riskier in a dynamic context because we 
build up these current account deficits over a period of time. I 
guess I am siding with the Chairman here that we have something 
to be concerned about. 

Senator Gramm. That is a smart thing to do. That is a very 
smart thing to do. 

[Laughter.] 

Chairman Sarbanes. Mr. Secretary, we promised you that we 
would have you out, actually a little sooner. This has been a very 
interesting session, as it invariably is when we have the oppor- 
tunity to exchange views with you. As you depart, I want to leave 
you with one image in your mind. This is the real foreign exchange 
value of the dollar. This is 1980. This is 2002. 

This was the Plaza Accord. And we have heard this morning that 
if you try to do something, it won’t sustain itself. But it worked for 
quite a period of time. Now, we are back up here. My anticipation 
is that this is going to go, it will be above where we were at the 
time of the Plaza Accord. So, I leave that with you. The Treasury, 
in effect, brought others together and took an initiative to try to 
address that. 

Secretary O’Neill. May I make one observation about the basing 
point in the chart for 1980? 

Chairman Sarbanes. Sure. 
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Secretary O’Neill. I would remind you, that around 1980, the in- 
terest rate in the United States was 20 percent and the unemploy- 
ment rate was 11 percent. 

And so, if 1980 is a desirable position, that is not my notion of 
desirable economic circumstances. In fact, if you look at the period 
since — it is hard for me to see from here, but it looks like 1994, 
1995, when the value started rising. We have arguably had among 
maybe the five best years in our economic performance in modern 
history. 

Chairman Sarbanes. Well, accepting all of that, we still have, it 
seems to me, a real problem here. 

Thank you very much. 

Secretary O’Neill. Thank you. I will read the transcript of what 
follows very carefully because I want you to know that I do not 
have a closed mind on these subjects. I am open to listen to infor- 
mation and insights that can help us advance policy in a construc- 
tive way. So, I do not want you to take from what I have said that 
I think I have the answer. No one else knows what they are talking 
about. I just have not seen compelling evidence that is connected 
to possible public policy levers that would advance the cause of our 
society. 

Chairman Sarbanes. We have some very good panelists coming, 
and I am encouraged to hear that you intend to look carefully at 
their testimony and the transcript. 

Thank you very much for being with us this morning. 

Secretary O’Neill. Sure. 

Chairman Sarbanes. If the panel would come forward and take 
their places, we will continue. 

[Pause.] 

Chairman Sarbanes. We are pleased to have a distinguished 
panel now to address this issue. I believe they were all here at 
least during part of the Secretary’s testimony and exchange. So, we 
will proceed now, and I will introduce each as we move across the 
panel, instead of everyone at once. 

First, we will hear from Richard Trumka, the Secretary Treas- 
urer of the AFL-CIO. 

STATEMENT OF RICHARD L. TRU M KA 
SECRETARY-TREASURER 
AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS 

Mr. Trumka. Thank you, Mr. Chairman, and Members of the 
Committee. 

Chairman Sarbanes. And I would say to the panel, your full 
statements will be included in the record, and if you can summa- 
rize them, we would appreciate that very much. 

Mr. Trumka. I will do just that, Mr. Chairman. 

I am glad to have the opportunity to talk with you today on be- 
half of the 13 million working men and women of the AFL-CIO, 
about the economic impacts of the overvalued dollar. 

As we struggle to escape the grip of recession, the overvalued 
dollar represents a serious problem. It is also causing long-term 
damage by destroying our manufacturing base. Failure to redress 
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the problem risks undermining our fragile recovery and pushing us 
into a double-dip recession. 

Manufacturing is ground zero of the recession, and its troubles 
are intimately connected to the dollar. Since March 2001, we have 
lost 1.4 million jobs, of which 1.3 million have been manufacturing 
jobs. Manufacturing has therefore accounted for 93 percent of all 
job losses despite being only 14 percent of total employment. Today, 
manufacturing employment is at its lowest level since March 1962. 

Business has slammed on the brake of investment spending, but 
fortunately the American consumer has kept the recession milder 
than anticipated. However, a strong recovery that restores full em- 
ployment needs a pick-up in investment spending, and that will not 
happen as long as currency markets give a 30 percent subsidy to 
our international competition. 

Over the last 5 years, our goods trade deficit has exploded, cost- 
ing good jobs across a wide array of industries. Last year, in the 
paper industry there were mill and machine closures at 52 loca- 
tions, all considered permanent, indefinite or long-term. In the tex- 
tile industry, 2 mills per week closed in 2001, and closures continue 
this year. 

The weakening of the yen has given Japanese car companies a 
huge price advantage. The result has been loss of market share by 
our Big Three automakers that threatens some of the best jobs in 
America. 

Boeing, which operates at the cutting edge of technology, is los- 
ing market share to Europe’s Airbus. And losses today mean future 
losses because airlines work on a fleet principle. They will therefore 
order Airbus aircraft 5 years from now when they expand their 
fleets. 

Moreover, job losses are not restricted to manufacturing. Tourism 
and hotels are hurt by the strong dollar, and film production is 
moving offshore to cheaper destinations such as Canada, Australia, 
and New Zealand. 

Many of these jobs will never come back. These are high paying 
jobs that have been the ladder of the American Dream for millions 
of Americans. But now we are kicking the ladder away. 

Manufacturing has faster productivity growth, and productivity 
growth is the engine of rising living standards. But now we are 
shrinking our manufacturing base, and that is bad for future living 
standards. 

The Administration, as previously noticed, has refused to address 
these problems. Arguments for a strong dollar, in our opinion, sim- 
ply do not wash. 

Inflation is not a problem, and there is no evidence that a lower 
dollar will lower the stock market or raise interest rates. Those 
who say we need a strong dollar to finance the trade deficit have 
the reasoning backward. We need to finance the trade deficit be- 
cause we have an overvalued dollar. 

It is time for a new policy that puts American jobs and American 
workers first. It is unacceptable that Japan depreciates its cur- 
rency. This will not solve Japan’s problems, and will only export 
them to its neighbors and to us. 

China exemplifies all that is wrong with currency markets. It has 
a massive trade surplus and vast inflows of foreign direct invest- 
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ment. In a free market, China’s currency should appreciate, but it 
does not because of government manipulation. This is a problem 
that appears in different shades in many countries. 

American workers are paying the price for currency manipula- 
tion. Trade cannot be fair when we allow countries to manipulate 
exchange rates to win illegitimate competitive advantage. 

Those who argue that we can do nothing about exchange rates 
abdicate, I believe, the national interest. The historic record and 
the 1985 Plaza Accord intervention show that we can. Academic re- 
search shows the same. Just as we manage interest rates, so too 
we can manage exchange rates. 

Currency markets are speculative and respond to policy signals. 
The Treasury and the Federal Reserve must take immediate action 
with their international partners. The upcoming G-7 summit pro- 
vides an appropriate moment to do so. 

Beyond intervention today, we must avoid a repeat of today’s 
overvalued dollar, just as today’s problems are a repeat of mistakes 
made in the 1980’s. The dollar must be a permanent focus of policy, 
and the Treasury and the Federal Reserve must be made explicitly 
accountable. 

Every trade agreement, Mr. Chairman, must include strong lan- 
guage that rules out sudden currency depreciations that more than 
nullify the benefits of any tariff reductions. 

The Senate Banking Committee has a vital oversight role to play 
in ensuring that the Treasury and the Federal Reserve live up to 
these obligations. 

Thank you for the opportunity to testify and submit a report, and 
I would be happy to answer any questions that you may have. 

Chairman Sarbanes. Thank you very much. We appreciate your 
testimony. 

Next, we will hear from Jerry Jasinowski, President of the Na- 
tional Association of Manufacturers. Jerry has been before the 
Committee a number of times in the past. We are pleased to wel- 
come him back. 

STATEMENT OF JERRY J. JASINOWSKI 

PRESIDENT, NATIONAL ASSOCIATION OF MANUFACTURERS 

Mr. Jasinowski. Thank you very much, Mr. Chairman, Senator 
Gramm, and all the other Members of the Committee for your lead- 
ership on this important issue. 

I have enormous respect for Paul O’Neill. He is an old friend. I 
think his leadership and his dedication to the country have been 
extraordinary. And I think that it is only in the spirit that he him- 
self invoked, which is to say, he is welcoming a debate, that I 
would like to confine my oral remarks to a fairly direct response 
to what the Secretary said, because I think that will be the most 
useful thing to the Committee. 

My prepared statement makes the case for why we think the dol- 
lar has run amok, not just for manufacturers, but also for this 
broad coalition here — and why it is bad for the economy. It is not 
just a matter of a few special interests indicating that this is im- 
portant. There is a growing global consensus. 

Let me make five points that go fairly directly to what Secretary 
O’Neill talked about, that I think will be useful to the Committee. 
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The points all go to the argument that, essentially, the Secretary 
is not addressing the reality that we see and the growing con- 
sensus in the world sees. 

The first reality is, there is an extraordinary consensus now of 
academics, business leaders, union leaders, international leaders, 
and others, who say the dollar is overvalued. And in my statement, 
I talk about everybody from the IMF to particular economists who 
say it is overvalued by historic standards. 

I think for the purposes of the Committee, though, the Big Mac 
index illustrates most dramatically the reality. This is an index the 
Economist Magazine uses to determine the extent to which the dol- 
lar is overvalued. It is the cost of a Big Mac in places around the 
world. The index is, according to the Economist Magazine now, 
more overvalued than it has ever been in history. 

I think the chart you showed, Mr. Chairman, reflects this. The 
Big Mac index reflects the reality in terms of real products and is 
similar to the kinds of issues associated with products that manu- 
facturers and agriculture face very broadly. 

The second reality that I think the Secretary really does not ad- 
dress is the fact that the current account is a growing problem and 
that it is directly related to the exchange rate. 

I have here a chart, which is in my testimony as well. The chart 
essentially tracks, as you can see, the ratio of imports to exports, 
and the exchange rate for the dollar index. 

What you see is an unequivocal correlation between 

Chairman Sarbanes. Which line is which in that? 

Mr. Jasinowski. The top line, the darker line, shows you the 
ratio of imports to exports, and that is a rough proxy for the trade 
deficit. 

Chairman Sarbanes. Right. 

Mr. Jasinowski. What we are talking about is the current ac- 
count. Unequivocally, you see that the dollar exchange rate affects 
that. 

Now the Secretary says in his report, and others will say, that 
the current account and our trade problems are affected by interest 
rates, growth, and all the things you, Mr. Chairman, and the Com- 
mittee, know very well. But I am here to say that, right now, the 
most important thing affecting the current account problems, the 
growing trade deficit that we have heard so much about, and our 
enormous loss of exports, is the exchange rate. 

The third reality that the Secretary does not address is the enor- 
mous negative effect that this is having, not just on manufacturing, 
but also on the entire economy. It affects the trade deficit. It affects 
employment. It affects growth. It affects the international global 
stability on which we are all resting our hopes for a recovery in the 
economy. That is why the IMF and many others have suggested 
there is a problem. 

The fourth reality, and this gets to the heart of what do you do 
about this, is that the Secretary is a major part of the problem 
through his statements that fail to recognize the problems associ- 
ated with the dollar trade and the current account. This misin- 
formation distorts the markets that in fact are supposed to be func- 
tioning correctly. 
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I am here to argue that we do not have a perfect market in terms 
of the currency markets. We do not, principally because the Treas- 
ury has taken the policy position that it is not a problem. Second, 
and most importantly, by being for a strong dollar, you put a floor 
under the currency. So, I would argue that we do not have a per- 
fect market in the exchange rate for that reason, and that the 
Treasury is part of the problem. 

My final point, Mr. Chairman, is that the solution is therefore, 
at least in a first instance, pretty simple. That is, that the Treas- 
ury ought to simply acknowledge that the current account is a 
problem, the dollar is a problem, and it ought to get out of advo- 
cating a strong dollar and instead say it is for a sound dollar based 
on market fundamentals. If we do that, I assure you we will not 
have a huge drop in the dollar. We will have a gradual movement 
back toward the equilibrium that all of us that are part of a sound 
dollar coalition are for. And I think that would mean less Govern- 
ment intervention in this market, in some respects, and a return 
to a truly perfect market. 

Thank you, Mr. Chairman. 

Chairman Sarbanes. Thank you very much. Also, we want to 
thank you for this very well considered prepared statement, which 
we very much appreciate having. But I think it was helpful for you 
to directly address some of the points that the Secretary made. 

Our next witness is Bob Stallman, President of the American 
Farm Bureau Federation. We do not usually have you before our 
Committee, Mr. Stallman, but we are pleased you are here today. 
We would be happy to hear from you. 

Senator Gramm. Mr. Chairman, could I just say a word about 
Bob Stallman, and I will be brief? 

Chairman Sarbanes. Certainly. 

Senator Gramm. I have known Bob since he was a rice farmer 
in our State. He started out as a farmer talking to his neighbors, 
became involved in the county farm bureau, became President of 
the Texas Farm Bureau, and became President of the American 
Farm Bureau. 

I am sure Bob and I are not going to agree on the subject today, 
but I would like to say that Bob Stallman is living proof that talent 
wins out in America, if you have ability and ideas and you feel pas- 
sionate about stuff, that your neighbors will elevate you and that 
starting out as a rice farmer in southeast Texas, you can become 
the spokesman for American agriculture if you have what it takes 
to become that. So it just reassures me, having known somebody 
this has happened to. Bob, we appreciate your being here. 

Chairman Sarbanes. Thank you. 

Mr. Stallman. 

STATEMENT OF BOB STALLMAN 
PRESIDENT, AMERICAN FARM BUREAU FEDERATION 

Mr. Stallman. Mr. Chairman, Senator Gramm, thank you for 
the kind words. Incidentally, for the record, I still am a rice farmer, 
though just not to the extent I used to be. It is a pleasure to be 
before this Committee today. 

As the Nation’s largest agricultural organization, our farmer 
members produce nearly every type of farm commodity grown in 
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America and depend on access to foreign markets for our economic 
viability. 

We certainly appreciate this opportunity to testify on the impor- 
tance of the exchange rate to U.S. agriculture. The exchange rate 
is the single most important determinant of the competitiveness of 
our exports. U.S. farmers and ranchers have been losing export 
sales for the past 3 years because the dollar is pricing our products 
out of the market, both at home and abroad. 

Agriculture is one of the most trade-dependent sectors of our 
economy. Our sector has maintained a trade surplus for over two 
decades, but that surplus is rapidly shrinking. One of the primary 
factors affecting our declining trade balance is the strong value of 
the dollar. 

We are also deeply concerned about countries that engage in cur- 
rency devaluations in order to gain an export advantage for their 
producers. The real trade-weighted exchange rates for agricultural 
exports from our major competitors have exhibited a long-term 
trend of depreciation against the dollar, leaving it hard to conclude 
that this is not a deliberate monetary policy of these and other 
governments. 

U.S. agriculture relies on exports for one-quarter of its income. 
In addition, and coincidentally, about 25 percent of the agricultural 
production in the United States is destined for a foreign market. 
With a strong dollar, we have the double challenge of our products 
being less competitive in foreign markets, while products from 
other countries are more competitive in U.S. markets. 

There is a strong relationship between the value of the dollar 
and the domestic price of our commodities. As the value of the dol- 
lar rises, foreign buyers must spend more of their currency to pur- 
chase our exports, which causes them to decrease their consump- 
tion of our commodities, or buy from our competitors instead. The 
resulting drop in consumption drives U.S. commodity prices down 
even further. 

The increasing strength of the dollar, and steady depreciation of 
the currencies of our major export competitors, has had a profound 
impact on our ability to export. In fact, the rising appreciation of 
the dollar is one of the primary reasons why the agricultural econ- 
omy did not experience the economic prosperity that most other 
sectors of the U.S. economy enjoyed between 1995 and 1999. This 
is also a jobs issue. USDA estimates that 14,300 jobs are lost for 
every one billion dollar decline in agricultural exports. As a result, 
agricultural employment lost 87,000 jobs between fiscal years 1997 
through 2000, a period wherein the real agricultural exchange rate 
was rising rapidly and U.S. agricultural exports were stagnating. 

For some commodities, the rising value of the dollar has directly 
contributed to the export competitiveness of our foreign rivals. The 
strong dollar enables our competitors to expand their production 
and gain market share at our expense. Let me give you a few com- 
modity-specific examples. 

Beef: Since 1995, the dollar has appreciated 42 percent against 
the currencies of beef producing countries. And I know we had the 
Big Mac index over here, but that U.S. McDonald’s Big Mac is 
going to have more foreign beef in it, given their recent announce- 
ment to purchase more beef from Australia. The relative exchange 
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rate, strong value of the dollar, has caused that economic decision 
to be implemented. 

Fruits: From 1995 to 2000, U.S. imports of fruits and nuts 
jumped 33 percent, largely due to the dollar’s 18 percent gain with 
respect to the currencies of foreign suppliers of these commodities 
to the United States. 

Corn: The U.S. dollar appreciated 39 percent relative to the Jap- 
anese yen from 1995 to 1998, adversely affecting our corn exports 
to that market. 

Soybeans: The cost of U.S. soybeans to Japanese buyers in- 
creased 8 percent from 1996 to 1998, due to the appreciation of the 
U.S. dollar, even though U.S. prices fell I 8 V 2 percent during the 
same period. 

In conclusion, America’s farmers are the most productive in the 
world. However, the comparative advantages that our producers 
generally enjoy are certainly mitigated by the rising appreciation 
of the dollar. 

Exchange rate issues are certain to increase in importance for 
our sector, and if these issues are not resolved by macroeconomic 
policies, there will be continued pressure to find solutions in tradi- 
tional farm and trade policies. 

The effect of long-range financial planning at the farm and ranch 
level and the overall economic health of U.S. agriculture depends 
on more stable exchange rates that do not overvalue the U.S. dollar 
against our competitors’ currencies. 

Thank you, and I look forward to answering any questions at the 
conclusion of the presentations. 

Chairman Sarbanes. Thank you very much, sir. 

Our next panelist is Fred Bergsten, who is the Director of the 
Institute for International Economics, and a frequent contributor to 
our discussions. We are very pleased to have you here, Fred. 

STATEMENT OF C. FRED BERGSTEN 
DIRECTOR, INSTITUTE FOR INTERNATIONAL ECONOMICS 

Mr. Bergsten. Mr. Chairman, thank you very much. As I lis- 
tened to the discussion this morning, there seemed to be two ques- 
tions before the House. 

Chairman Sarbanes. Before the Senate. 

Mr. Bergsten. Excuse me? Sorry. Before the Senate. 

[Laughter.] 

Bad error. 

[Laughter.] 

Change the words in the transcript. 

[Laughter.] 

Two questions before the Senate. One, is it a problem? And two, 
is there something you can do about it? 

My answer to both is a resounding yes, and let me briefly sum- 
marize my statement in trying to answer those questions. 

First, is it a problem? 

We have to keep clearly in mind that there are not one, but two 
problems, a real economy problem and a financial risk problem. 

The real side problem is the loss of output, loss of jobs, and loss 
of agriculture that were talked about. The financial risk problem 
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is the possibility that all this could come crashing down in a huge 
financial crisis with enormous consequences for the economy. 

Now what is the size of the problem? 

Since the dollar hit its all-time record lows in 1995, it has risen 
by 40 to 50 percent against the various trade-weighted averages 
that the Fed calculates every day. And that is like a rise in 40 to 
50 percent in prices of the entire economy in world trade. When a 
company sees its prices go up 40 to 50 percent in a few years 
against its main competition, it is usually in Chapter 11. That is 
what has happened to the United States as a whole. 

Every rise of 1 percent in the trade-weighted average of the dol- 
lar produces an increase of at least $10 Wllion in our current ac- 
count deficit. And so it is clear that this rise of 40 to 50 percent 
in the exchange rate over the last 6 or 7 years explains the vast 
bulk of the half-trillion dollar trade deficit that we face today and 
which is getting bigger. 

Indeed, we have projected the current account over the next few 
years on reasonable economic assumptions, and assuming no policy 
change, more of what we heard from the Secretary this morning, 
and no untoward external events, the deficit would hit 7 percent 
of GDP — that is $800 billion — by 2005 or 2006. 

Every study ever done, including by the Eederal Reserve itself, 
and they published this, shows that once you hit 4 to 5 percent of 
GDP, you are in the danger zone. 

Indeed, the big crashes of the dollar which have occurred once 
per decade since the early 1970’s, have occurred without our cur- 
rent account deficit ever getting to 4 percent of GDP, the all-time 
high in the mid-1980’s, before the Plaza Accord Agreement, and the 
50 percent correction in 2 years, was 3.8 percent. We are well be- 
yond that. We are headed toward twice that. We are clearly on an 
unsustainable path. 

Now, in financing terms, what this requires is even worse than 
you think because we not only have to import $500 billion of cap- 
ital each year to finance our current account deficit but we also 
have to cover our capital outflows. 

Remember that the United States itself invests lots of money 
abroad. This is a good thing. I am certainly not criticizing it. But 
that amount is another half-trillion dollars a year. So the result is 
that the U.S. imports a trillion dollars of foreign capital per year, 
to balance the books, which is a little more than $4 billion every 
working day. 

It is certainly not a bad thing. The point is, if that $4 billion per 
day dropped to just $3 billion, let alone reversed into an outflow, 
the dollar would fall sharply. And it would fall, by our calculations, 
at least 20-25 percent to get back to some kind of sustainable equi- 
librium level. Since markets overshoot, it would probably go much 
more than that in the short run. 

That would cause sharp inflation, a sharp rise in interest rates 
by several percentage points, and a sharp fall in the stock mar- 
ket — a triple-whammy that would hit the economy. That is why I 
agree with the statements you made before that this is the single 
biggest risk to the U.S. economic outlook, and that the Secretary 
of the Treasury certainly ought to be concerned about it. 
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It is stunning that he said the things you quoted this morning 
that he did say. It is reminiscent — this is a nonpolitical statement, 
just an economic analysis — of what happened in the first Reagan 
Administration, with Secretary Don Regan and Beryl Sprinkel, 
which was the epitome of benign neglect. 

That turned out to be so wrong and so costly to the economy that 
the second Reagan Administration had to reverse it, do the Plaza 
Accord Agreement, and drive the dollar down by 50 percent in the 
next 2 years. So it is not as if we have not seen this happen before. 
We have seen exactly this happen before. The Administration that 
permitted it to happen then had to reverse itself 180 degrees, enlist 
the rest of the world to help to save us from the enormous costs 
of that policy. 

Second question, is there something we can do about it, as Sen- 
ator Gramm, Secretary O’Neill, and others raised, and you yourself 
acknowledge? That is the more difficult question. 

I believe there are policy changes that can rectify the situation 
substantially without significant adverse costs elsewhere in the 
economy. And that is because I believe, and I will try to document 
briefly, that sterilized intervention in the exchange markets works 
and can change currency movements in important terms. 

The Secretary mentioned Allan Sinai and economic theory. There 
is something now in economic theory called multiple equilibria. 

Economists have now realized that for any given set of economic 
fundamentals, there is in fact, a large set of possible market out- 
comes, glorified by the term multiple equilibria, indicates there is 
firm theoretical basis for what I am about to say. I would suggest 
a four-part change in policy. 

First is what Jerry Jasinowski just said — change the rhetoric, 
absolutely. 

Second, if the dollar were to rise further, as it may because of 
the rapid U.S. recovery, the United States and the G-7 should cer- 
tainly lean against the wind of any new dollar rise. That would 
make it worse. 

Third, however, and more importantly, we should now begin eas- 
ing the dollar down toward equilibrium levels, and I will explain 
briefly why I think now is the time to do it. 

Fourth, we should of course make it very clear to other countries 
that we will not tolerate efforts to competitively depreciate their 
currencies. 

The Treasury Report is stunning in that it acknowledges huge 
intervention by the Japanese, but does nothing about it. I can tell 
you that immediately after the rise in the yen last fall, the Japa- 
nese began talking it down. I thought they had quit, but they are 
at it again this week. 

The leadership of Japan’s Ministry of Finance has been saying 
very clearly this week, after the yen rose four or five yen against 
the dollar, that any further rise would be inconsistent with our eco- 
nomic fundamentals and they are against it. They are again trying 
to avoid any rise in the exchange rate of the yen. And we should 
make clear that that is verboten and will not be accepted. 

On U.S. currency policy itself, it was encouraging that Secretary 
O’Neill today, as for many months, did not repeat the term, “strong 
dollar.” You will notice that he has assiduously avoided saying that 
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for some time now. However, he said, there will he no change in 
policy, so I suppose it has the same implication. 

I would agree with what Jerry Jasinowski said, that the Admin- 
istration should change the wording and now start supporting a 
sound dollar or some equivalent that made clear that they wanted 
to see it in sustainable equilihrium terms, in terms of our external 
position. 

The presumed reason they do not want to change is they are 
afraid that the dollar would then collapse. But at a time when the 
U.S. economy is booming, as the Secretary said, with huge pro- 
ductivity growth, at a time when there is no dramatic growth in 
Europe or Japan to suck money away, I think it is very unlikely 
that a change in rhetoric would lead to a free fall, and that is why 
this is the ideal time to make the change — when we are doing well, 
when we are recovering strongly, and when the others are not 
doing so well, unfortunately. Now is the time to do it. 

The worst policy is to wait until there is an inevitable change in 
economic circumstances that drives the dollar down when we are 
not in such good shape, when we cannot accept it so well, which 
would cause enormous costs to our economy. And so, it seems to 
me that now is the time to do it. 

Final point, again, how do you do it? Change in rhetoric and di- 
rect intervention. 

Notice that the Rubin-Summers Treasury intervened on three 
and only three occasions, from 1995 through the end of its tenure 
in 2000. Every one of those changes, in my view, worked like a 
textbook. 

In 1995, when the yen was rising too far, got to 80, the dollar 
in fact was at its all-time record lows against both yen and 
Deutschmark. We intervened jointly with the G-7. We stopped the 
rise of those other currencies, stopped the fall of the dollar, turned 
it around, and within a few months, the dollar was headed up, and 
in fact, it has never stopped since. We were 100 percent successful. 

In 1998, the yen was becoming too weak, just like it is today. It 
got to 145. The United Stated intervened, along with Japan, and 
stopped the decline of the yen. It stabilized in that range for a cou- 
ple of months and then rose back to 100. It was a total success. 

Third intervention, September 2000. The Euro fell to its all-time 
lows. The Europeans got upset. Again, that was pushing the dollar 
to get further overvalued. Joint U.S.-E.U. intervention stopped the 
decline on a dime. The Euro turned around, rose 10 percent, subse- 
quently fell back halfway. It has been there ever since. 

On my reading, in all three cases, three out of three, it worked. 
I believe, incidentally, the Plaza Accord was a huge success and the 
notion ex-post that it was just riding along going down the stream, 
frankly, is post hoc ergo propter hoc reasoning, and was not clearly 
in the minds of the people who did it at the time, who saw an enor- 
mous need to change the trend and do something about it. 

There has been scholarly work by Franckel and Domingues at 
my institute. The Banca d’ltalia’s working with classified data sug- 
gested that every major intervention in the 1980’s and 1990’s 
worked and turned the currency relationships around in the de- 
sired direction. 
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So my conclusion is very simple. There is a big problem and 
there are policy tools available to deal with the problem without 
adversely affecting other parts of our economy. 

At a minimum, we should try it. The costs are too high. The risks 
of trying this I think are very modest if it were to fail, but the pros- 
pects for success are very strong and I think that alternative poli- 
cies should be pursued. 

Thank you. 

Chairman Sarbanes. Thank you very much. 

Our next panelist is Ernest Preeg, who is the Senior Fellow at 
the Manufacturers Alliance. We would be happy to hear from you. 

STATEMENT OF ERNEST H. PREEG 
SENIOR FELLOW IN TRADE AND PRODUCTIVITY 
MANUFACTURERS ALLIANCE/MAPI, INC. 

Mr. Preeg. Thank you very much, Mr. Chairman. It is a pleas- 
ure to be here today. 

I will focus my remarks on one particularly disturbing aspect of 
the trade deficit, namely currency manipulation to commercial ad- 
vantage by certain trading partners, and in particular, by China. 

I do want to say, though, as in my written statement, that I see 
the current account deficit and accumulated foreign debt as a prob- 
lem. The most immediate concern is that a rapid rise in our trade 
deficit this year, almost all of which will be in the manufacturing 
sector, could be the Achilles’s heel for the hoped-for sustained re- 
covery because it is hitting our investment sector particularly hard, 
and that is the lagging sector. 

As for currency manipulation, the IMF clearly proscribes it. 
There is an IMF statute that members should not be manipulating 
their exchange rates to gain an unfair competitive advantage. And 
a principal indictor of such manipulation under IMF surveillance 
procedures is very precise. It says that members should not make 
protracted, large-scale interventions in the market in one direc- 
tion — namely, to buy dollars and other foreign currencies — to keep 
their currencies down and to gain an unfair competitive advantage. 

Japan has gotten the most attention on this because for several 
years, they have made such protracted, large-scale interventions, 
$250 billion all told. Fred has given some examples of this. 

And I should state here, to clarify earlier discussion, what I call 
the great asymmetry in central bank intervention. If you are trying 
to keep your currency up, as Argentina did with the peso, you have 
to sell dollars. Everybody thus knows when you are going to run 
out of dollar holdings, and it is a limited time. 

In the other direction, as we are talking here, when you want to 
keep your currency down low, that is manipulate it down, you can 
buy unlimited dollars year after year, indefinitely, as Japan and 
China have been doing — as much as $50 billion each year — to offset 
the market forces in the other direction stemming from a trade sur- 
plus, for example. 

Turning to China, they have also manipulated their currency, 
but it is a more complicated situation. It has not received as much 
attention perhaps for that reason, because China has a fixed rate, 
but the currency is not convertible on capital account. In effect, the 
exchange rate is not really market-oriented. 
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But the facts are nevertheless very clear, as was cited earlier by 
Senator Running. Last year, for example, China had a $25 billion 
trade surplus, globally, and a $45 billion inflow of foreign direct in- 
vestment. This would put major upward pressure on the exchange 
rate. At the same time, however, the central bank bought $50 bil- 
lion, to take dollars off the market and ease the pressure. 

More precisely, the Chinese central bank has taken away three- 
quarters of the upward pressure on its currency from the trade sur- 
plus and foreign direct investment. And here, again, another tech- 
nical comment on the earlier discussion. What counts are not the 
gross flows in markets, a trillion dollars a day. Most of this is just 
in and out, offsetting. It is the net flow of trade and foreign direct 
investment, and the net borrowing of central banks that needs to 
be considered. And on this net basis, the numbers for Japan and 
China have been very large and have had substantial impact in 
keeping the exchange rate down. 

So the net result, in my judgment, is that China has a substan- 
tially under-valued exchange rate for the yuan and the direct im- 
pact, of course, is a larger trade surplus with us — export jobs they 
gain and export and import-competing jobs we lose. There are sev- 
eral other benefits to China from its currency manipulation in my 
statement. I won’t go into detail. One was mentioned earlier, that 
perhaps at some future point, they could use their excessive cur- 
rency holdings for foreign policy leverage. 

A more immediate benefit for China is that with $220 billion in 
their central bank — fungible money — there is no financial con- 
straint to buying large amounts of armaments from Russia or else- 
where. They have huge amounts of money in the bank that they 
could use it for this, and for several other reasons as explained in 
my statement. 

I agree with the others that we need a clear and forceful re- 
sponse to this now chronic trade deficit. It is headed toward record 
levels over the next couple of years. And a $3 trillion net foreign 
debt accumulation is headed toward $5 trillion by mid-decade. 
What should we do? 

First, as Senator Gramm mentioned, we have to save more be- 
cause we are currently living beyond our means. The foreign bor- 
rowing is not being used for investment, as was indicated, but 
mostly for immediate consumption. Eighty percent of our foreign 
borrowing, more or less, is for immediate consumption and we 
leave the consequent foreign debt to our children and grand- 
children to pay interest and principle. I do not think that is right. 

So, we need to save more. And at the same time, we have to get 
trading partners such as China and Japan to save less and con- 
sume more, so that their economies do not have to be dependent 
on a large trade surplus, for which they manipulate their currency. 
They don’t now have a domestic economy growing fast enough, and 
thus rely on a chronic trade surplus to maintain growth. We need 
to achieve a better balance, to save more and not spend beyond our 
means. And others need to do the opposite. 

The other immediate objective, in my view, is to stop others from 
manipulating their currencies so as to have bigger trade surpluses 
than they would have based on market forces alone. 
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We have a clear opportunity to do this in the IMF based on very 
explicit surveillance criteria. All we have to do is ask for a con- 
sultation to say that the others should stop their currency manipu- 
lation. We have never done that. 

There is even an article in the GATT and the World Trade Orga- 
nization, I believe Article XII, along the same lines. We have never 
thought seriously about that, either. 

We should take steps, both through bilateral consultations, and 
within the IMF context in a more formal way, to try, particularly 
with East Asians including Japan and China to stop further cur- 
rency manipulation, which distorts exchange rates from what mar- 
kets would determine. 

And for China, finally, the bilateral consultations should be a 
very high priority. We have a mutual interest in reducing the very 
lopsided, 5:1 trade imbalance, with $100 billion U.S. imports and 
only $20 billion exports, last year, and we should begin with the 
question — why is the bilateral trade so imbalanced? 

We should request, clearly, of China, that the central bank stop 
buying dollars at $50 billion a year, and that they bring their ex- 
change rate up by 10 percent, 20 percent, or whatever is a reason- 
able first step. 

The longer-term transition of China to a fully convertible floating 
rate relationship with the dollar should also be discussed. We 
should look at this seriously because that is what I believe the 
longer-term objective should be. It is a mutual interest and it is the 
best way to avoid trade conflict from further unjustified Chinese 
currency manipulation. 

Thank you, Mr. Chairman. 

Chairman Sarbanes. Thank you very much. 

Our concluding panelist is Steve Hanke, a Professor of Applied 
Economics at Johns Hopkins University. 

Mr. Hanke. 


STATEMENT OF STEVE H. HANKE 
PROFESSOR OF APPLIED ECONOMICS 
JOHNS HOPKINS UNIVERSITY 

Mr. Hanke. Thank you, Mr. Chairman, Senator Gramm. 

Let me just briefly make a few points that pick up on some of 
the things that have been discussed in the morning session. My re- 
marks will highlight points that are developed in my prepared 
statement. 

Chairman Sarbanes. We will include your full prepared state- 
ment in the record and we appreciate your condensing it. 

Mr. Hanke. Thank you, Mr. Chairman. 

We have hearings in which “exchange rate policy” is stated, as 
one of the phrases in the title of the hearings themselves. And in- 
terestingly enough, if you look at the U.S. evolution of exchange 
rate policy in general, we really did not have any coherent policy 
stated in the United States, until 1999, when Secretary Rubin, in 
April, articulated the policy. 

Then Summers followed in September 1999, after he was ap- 
pointed Secretary, and Stanley Fischer at the IMF weighed in with 
essentially the same conclusion in January 2001. 
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Now what did they say about exchange rate policy and why are 
their statements important? 

There are three generic types of exchange rates — a floating rate, 
which Rubin and company said was suitable for the United States. 
And that is a rate in which the exchange rate itself is on autopilot. 
You only have a monetary policy. You have no exchange rate policy 
under a floating exchange rate regime. 

At the other extreme, you have an absolutely fixed exchange rate 
regime in which an exchange rate policy exists, but monetary pol- 
icy is on autopilot. And that would be things like orthodox currency 
boards or dollarized systems. 

Rubin, Summers, and Fischer came to the conclusion that I think 
all economists have come to, and that is, in a world of mobile cap- 
ital and free capital flows, those two extreme free-market, auto- 
matic systems are desirable. And everything else in between is un- 
desirable. 

Now what is in the middle? 

A pegged-type system is in the middle. For example. Secretary 
O’Neill mentioned that China has a soft peg. Well, they do have a 
soft peg. And the reason the thing doesn’t blow apart is that China 
has extremely rigorous capital controls — the capital account is com- 
pletely controlled. 

So those are the three systems and as you can see, as a matter 
of principle, the Chinese system would be undesirable, according to 
Rubin, Summers, Fischer and most economists, certainly the major 
consensus. 

What does this have to do with the hearings? 

Well, it has a couple of things to do with the hearings. The Bush 
Administration has never gotten around to articulating and re- 
affirming what Rubin and Summers did. And Krueger has never 
reaffirmed what Fischer did. So, we need some clarity. I think you 
should push Secretary O’Neill to come forward with some clarity on 
the U.S. broad policy position. 

For the United States, we accept floating. Now that has some im- 
plications, especially for the strong dollar rhetoric. Our exchange 
rate policy is a floating exchange rate. It is not a strong dollar pol- 
icy. A strong dollar policy is nothing but rhetoric and absolute eco- 
nomic nonsense. It doesn’t mean anything in economic terms. The 
dollar’s value is determined in the market and under a floating ex- 
change rate, that determination is on autopilot. 

So, I would agree with Jerry and Fred on this thing. Any adjec- 
tive for the dollar — whether it is strong, sound, or weak — doesn’t 
mean anything if you accept free capital mobility and a floating ex- 
change rate because the dollar’s price is simply on autopilot. 

I think, Mr. Chairman, I see a red light on your little gauge. 

Chairman Sarbanes. Why don’t you go ahead if you have a few 
more points you want to make. 

Mr. Hanke. This rhetorical point would be one thing on which, 
oddly enough, Fred, we are in agreement. 

Now let me mention something on which Fred and I probably 
would not agree. The world is already very much unofficially 
dollarized. That means that 90 percent of all foreign exchange 
transactions have the dollar on one side of the trade. Ninety per- 
cent of all commodities traded in the world are invoiced in dollars. 
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So, you do not have this so-called exchange rate problem that we 
have been discussing. They are buying and selling in dollars and 
invoicing in dollars. 

Now, in terms of manufactured goods, Mr. Chairman, the issue 
gets a little bit tricky to sort out and make generalizations. But I 
can tell you that about 35 percent of exports from Japan are actu- 
ally invoiced in dollars. They are dollarized. And almost 65 percent 
of all the imports going into Japan are dollarized. 

The point here is, if you really want to get around these prob- 
lems with exchange rates, Fred, and the competitiveness, uncom- 
petitiveness, competitive devaluations and so forth, what we should 
do is try to encourage the official dollarization of most smaller 
countries — I am not suggesting Japan or Euroland because that 
would put them in the same currency bloc as the United States and 
we would not have to spend much time with these conversations 
because everyone would be buying and selling and invoicing and 
dealing in dollars. I would point out that, generally, the U.S. dollar 
can be characterized as a vehicle currency in the world that is truly 
dominant in staggering ways. 

We had an earlier conversation about dollar reserves held at the 
Chinese central bank, as well as the Bank of Japan and changes 
in those. About 66 percent of all the foreign reserves held at central 
banks in the world are in dollars or assets denominated in dollars. 
So, I think if we go after every central bank using dollars in this 
way, in an official way, we have a lot of villains out there that we 
are going to have to go after, just not Japan and China. 

Mr. Chairman, I appreciate your letting me overindulge on time. 
I think I have made some of the main points I wanted to make, 
in any case. Thank you for giving me the extra time. 

Chairman Sarbanes. Thank you very much. Professor Hanke. 

I might mention that the Committee has received a number of 
letters from across the country from various manufacturers and 
producers with respect to this hearing, expressing their viewpoint 
which has been expressed by some of our earlier panelists here 
today, which we will place in the hearing record. What is the re- 
sponse to this dollarization statement that Professor Hanke made? 

Mr. Jasinowski. I think it makes general sense. I do not know 
how far it can go in terms of dealing with the central problem of 
the strong dollar policy being advocated by the Treasury. But it 
does, I think, help on the demand side with respect to dollars. And 
therefore, I think it is good in that sense. It is also good in the 
sense of the dollar currency being a more stable currency than 
most. So, I would initially be positive toward that. 

Chairman Sarbanes. As I understand it, the assertion is that a 
good part of the Japanese trade is invoiced in dollars. I take it you 
then draw from that the conclusion that the exchange rate dif- 
ference is not affecting the trade balance. Is that right? 

Mr. Bergsten. Mr. Chairman, let me take a stab at that. 

In this context, dollarization is a narcotic because, with most of 
the world’s trade financed in dollars and with most of the reserves 
in central banks held in dollars it is very easy for us to finance 
these big deficits relative to other countries whose currencies are 
not widely used in international finance. 
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Charles de Gaulle 35 years ago said that the United States ran 
deficits without tears. And the reason he said that was because 
he argued, and he was right then, and it is happening right now — 
that foreigners acquire dollars as they run their trade surpluses, 
tend to hold them in dollar terms, and that, ipso facto, finances our 
deficit. 

So it is quite easy for us, relative to anybody else, to finance 
these huge boxcar deficits, and there is no secret, in fact, to why 
we have been able to run them. In part, it is because the dollar is 
the world’s currency. 

The flip side of that, however, is that it is quite difficult for the 
United States to change its exchange rate if it decides it wants to 
do so because its exchange rate — our dollar exchange rate — is es- 
sentially in the hands of other countries. 

As Hanke said, we float freely. So if Japan wants to intervene 
and buy dollars for their reserves, they have the perfect right to 
do that under the way the system works. 

We then have to take an initiative to counter that and say, 
quoting Ernie Preeg, but that is not consistent with the IMF rules 
and with international equilibrium. But we are in a free-floating 
system where the kind of debate we are having around this table 
today is replicated in every G-7 and other meeting where they ad- 
dress this, because there are really no rules of the game and there 
is no notion of what is an equilibrium exchange rate. 

That is why for many years I have supported a target zone ex- 
change rate system. I do not agree with Hanke that there is a con- 
sensus on the so-called two corners approach. The world has been 
moving very rapidly away from that because it realizes the short- 
comings. But that is for a different day. 

The point is when the United States decides that it needs to do 
something about its current account and the exchange rate, it has 
to take a major initiative. 

John Connally did it in 1971 and brought down the Bretton 
Woods system of fixed rates in order to get the dollar depreciated. 

Jim Baker did it at the Plaza Accord in 1985. To bring the dollar 
down, he had to get G-7 agreement to bring the dollar down. The 
United States could not do it by itself 

I am thinking now of Senator Gramm’s comment about the cheap 
shovel. The fact that the dollar is international currency makes it 
much easier for us to buy the cheap shovel and that has big con- 
sumer benefits. But the fact that it does create deficits without 
tears and makes it easy to finance, makes it easy for the dollar to 
get overvalued and to cause the problems that we are talking about 
today. 

One other historical example that proves the point is the U.K. 
All through the period of the sterlings dominance as the world’s 
currency, in the 19th century, and into the early 20th century, the 
exchange rate of the sterling was vastly overvalued. 

The British manufacturing sector ran into the ground and here 
they are 100 years later without much. I hope we do not go that 
way. It is a slow process. It is more like termites in the woodwork 
than it is a crashing crisis, although every once in a while the ster- 
ling and the dollar had a crisis. 
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But the role of the dollar is actually, in this context, rather insid- 
ious, and it sets us up for the kind of competitive problems we have 
and the occasional crash in the exchange rate, which I repeat, we 
have experienced once a decade now throughout the modern post- 
war period. 

Chairman Sarbanes. Mr. Preeg. 

Mr. Preeg. Mr. Chairman, in response to your question about 
when should countries dollarize, it is their choice. This goes back 
to the optimum currency area discussions and analysis of 40 or 50 
years ago. 

My own assessment, and it is widely shared, is that smaller 
economies that are very open to trade investment, and that are 
predominantly dependent on one major trading partner like the 
United States, are the most apt to be net beneficiaries of dollar- 
ization. There are pluses and minuses that have be considered, 
and this is a net assessment. 

In my judgment, the countries of the Caribbean Basin, and I be- 
lieve also Canada and Mexico, based on the numbers, plus and 
minus, would thus benefit from dollarization. Argentina is not in 
that category and has paid a heavy price. 

The second point, trade is invoiced in dollars, but that is not, in 
my judgment, relevant because it is the dollar prices that count. 

Toyota car exports to the United States may be invoiced in dol- 
lars, but at what dollar price? And if Japan keeps the exchange 
rate down, Toyota can maintain lower dollar prices. 

Chairman Sarbanes. That is the point I was trying to make. 
The fact that you are invoicing in dollars does not take out of the 
picture the problem of a mismatch in the exchange rates. Is that 
correct? 

Mr. Jasinowski. I think that is right, Mr. Chairman, it does not. 
I should have said that myself, and that is what Ernie’s saying. 

Chairman Sarbanes. Yes. Did you want to add something? 

Mr. Hanke. If I may. One thing you asked, is it desirable to 
dollarize? 

Chairman Sarbanes. Now, I wasn’t really addressing that ques- 
tion because I think that depends a lot on the countries and the 
nature of the trade. I was tiying to get to the question, the asser- 
tion that the Japanese were invoicing in dollars. You gave some fig- 
ures of the percent of trade. 

Mr. Hanke. Right. 

Chairman Sarbanes. I was really trying to explore whether that 
means that it renders the exchange rate discrepancy irrelevant. 

I think Mr. Preeg essentially answered that question because it 
is still relevant in terms of what dollar level you place on the in- 
voice, so to speak. So that is affected by the exchange rates. 

Mr. Bergsten. The exchange rate would become irrelevant only 
for a country that dollarized and adopted the dollar as its official 
currency, not one that just invoices dollars. You are right, the 
invoicing is a technical thing. 

Chairman Sarbanes. Well, that is what I was trying to get at. 

Mr. Hanke. It gets a little bit tricky because, let’s say you are 
importing, one big import, and it is oil. And it is priced in dollars. 
Well, that affects your cost structure because that is an input that 
you are bringing into your economy. It is purely priced in dollars. 
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Chairman Sarbanes. That is a reasonable point on oil. But we 
do not have that in either the Japan or China trade where we are 
running these extremely large deficits. 

I am struck by how disproportionate the trading relationship is. 
It is 5:1 in China and it is about 2:1, I think, in Japan. With the 
Europeans, they are at about 45 percent, I guess, of the trade is 
our exports and 55. So that is in a much narrower range. But this 
China and Japan trade, particularly China now because that is a 
growing trade, the disproportion, I do not know how long you can 
sustain that disproportion. 

Mr. Hanke. I have spoken at least to Under Secretary Taylor 
privately about this, and he has an appreciation for the bipolar 
view expressed by Rubin and Summers. If we adhere to that, we 
should be putting a lot of pressure on the Chinese to change their 
exchange rate set-up and get rid of capital controls. Right? 

Mr. Preeg. Right. Short of that, they should stop intervening 
now and bring their currency down 10 or 20 percent. 

Mr. Hanke. Now one thing I would like to ask Fred 

Mr. Preeg. Well 

Mr. Hanke. If I could ask Fred 

Chairman Sarbanes. Let me regain control here because, as in- 
teresting as this is 

[Laughter.] 

Time is passing us by and I want to make sure Senator Gramm 
gets his shot. 

Senator Gramm. Mr. Chairman, I appreciate that. I do not want 
to miss my cheap lunch. 

[Laughter.] 

Let me first say that I never met anybody who said to me, I want 
to have a strong dollar. If there is such a person out there, I never 
met them. I have to believe that this strong dollar business is a 
strawman. I represent 21 million people and they have greatly di- 
verse views. Some of them even oppose me. 

[Laughter.] 

But I cannot help but believe that, out of 21 million people, there 
would be some strong dollar guy and I would have heard from him. 
So, I am just mystified by all this strong dollar business. And I 
have to conclude that it is a strawman. 

Second, we have not had a crisis in the dollar since we went on 
flexible exchange rates. I remember I was an economist and I took 
the world very seriously. 

[Laughter.] 

I remember when Nixon went on price controls. We got a group 
of people together, my sweet wife, who is also an economist, and 
several of our colleagues, and we decided, since the world was 
going to hell, a Republican president had gone on wage and price 
controls and they had not worked since Diacletian, or the Code of 
Hammarabbi, that there was reason to be disturbed. 

So in 1971, we went out to eat, and we did note that one thing 
about flexible exchange rates, and there was a debate then that the 
dollarization debate then was the gold standard. There was a little 
debate, should we be on a gold standard flexible exchange rate? 
But nobody with any sense thought we ought to have pegged ex- 
change rates, because we were always defending the dollar. 
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Though I would have to say, when I was a graduate student, I 
thought, well, maybe I would want to defend the dollar. It sounds 
exciting. You have your sword. You are defending it. We have had 
no crisis in the dollar that I can see, and I have been here. I have 
watched every day. My keen observations, I have not seen it. 

Now let me turn to this chart. I cannot afford one of these big 
charts. But I see a lot of different things on this chart than other 
people see. 

First of all, let’s just go 3 years on either side of 1985. In 1982, 
1983, 1984, and 1985, the economy was blowing and going and the 
value of the dollar was just shooting right through the roof Did a 
crisis occur and the value of the dollar just collapse in 1985? Well, 
if it did, I missed it, and I was here. 

In 1985, the value of the dollar falls right through the floor and 
yet, I remember no crisis. And the economy was about as good in 
1986, 1987, and 1988 as it was in 1983, 1984, and 1985. Now what 
does that tell me? Well, it tells me that market forces produced the 
high-value dollar and market forces produced the low-value dollar 
and market forces generate what market forces generate in terms 
of underlying economic forces. In fact, I could have a theory based 
on these numbers that elections determine the value of the dollar. 

When Ronald Reagan was elected President and a Republican 
Senate was elected, the value of the dollar went up like a rocket. 
And when Republicans lost control of the Senate, the value of the 
dollar collapsed. 

[Laughter.] 

And when Republicans won control of the House and Senate in 
1995, the value of the dollar went up like a rocket. 

Now do I really believe that there is an election theory of cur- 
rency values? Well, I believe it more than I believe that there is 
manipulation of exchange rates. I think there is more scientific 
basis to it because there is a logic to it. 

Where would you get $50 billion a year to put into currency ma- 
nipulation, Mr. Preeg? 

Mr. Preeg. What they do to keep their currency down is you buy 
dollars. 

Senator Gramm. Yes, but where do you get the money to buy it? 

Mr. Preeg. With the Chinese printing press. 

Senator Gramm. Fifty billion dollars — printing? They do not print 
dollars. 

Mr. Preeg. No, yuan. They are buying dollars, paying out their 
currency in order to take those dollars off the market and keep the 
exchange rate down. 

It is the opposite of what Argentina went through. China is sim- 
ply taking those dollars off the market because people have all 
these dollars from the trade surplus and the FDI. The dollar hold- 
ers want to convert them into yuan. And the capital account is con- 
stricted. 

So what the Chinese central bank does is to print yuan, $50 bil- 
lion last year, and give it to these people who give the central bank 
in return the $50 billion. The dollars are thus taken off the market 
and there is less upward pressure on the exchange rate in formal 
and informal markets. 



44 


That is the great asymmetry, as I said before. There is an en- 
tirely different situation when you are trying to defend an over- 
valued currency and you only have so many dollars to sell. But 
when you are buying dollars that people are willing to sell, as has 
been happening in Japan and China, there is no limit to the official 
purchases. 

Senator Gramm. Why does it work in China and fail in Japan? 

Mr. Preeg. It has been working in Japan the last 5 years, too. 

Senator Gramm. Well, the economy has gone to hell. How is it 
working? Why haven’t they protected all these manufacturing jobs 
that we are exporting? 

Mr. Preeg. No, they haven’t. The objective is simply to keep a 
big trade surplus. We economists call it mercantilist. 

Senator Gramm. Is that your objective? 

Mr. Preeg. No, that is the Japanese objective. 

Senator Gramm. But our objective is prosperity. Right? 

Mr. Preeg. Well 

Senator Gramm. It is mine. Is that yours? 

Mr. Preeg. My objective is to have market-oriented exchange 
rates. 

For the Japanese, it may be a foolish policy, but they have kept 
the largest trade surplus in the world over the past 5 years, to a 
large extent because they have manipulated their currency below 
market-determined levels. 

You may say that they shouldn’t do that. I would say that they 
shouldn’t do that. You shouldn’t make your economy dependent on 
a large trade surplus as they have. They should do the structural 
reforms that everybody advises them to do. 

Senator Gramm. I am running out of time and I am not going 
to get into an argument with you. But let me tell you what I think 
is happening. 

Chairman Sarbanes. Actually, the Japanese now are looking for 
the trade to pull their economy up. 

Senator Gramm. I would say that Japan has had a huge net cap- 
ital outflow because people are not investing there and people there 
that are able are investing here, and that has been the determining 
factor. 

Mr. Bergsten. Except, Senator, that, as he said, part of their, 
“capital outflow,” has been a huge build-up in the official reserves 
of the Bank of Japan, which now exceed $400 billion. It has 

Senator Gramm. I am glad they have it. The policy in China 
under your thesis would be it would be just as good to not sell us 
the goods, but take them out to sea and throw them overboard. 

Mr. Bergsten. No. In their case 

Senator Gramm. And print the money to pay for them, and just 
go right on. 

Mr. Bergsten. Just to elaborate on what Ernie said, in the Chi- 
nese case, because of exchange controls, they require the export 
earnings of a Chinese exporter to be sold to the central bank for 
local currency. 

Senator Gramm. I understand they do that. Their economy would 
be better if they did not. Are you proposing that we do it? 

Mr. Preeg. No. 

Mr. Bergsten. I am proposing that we suggest they not do it. 
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Mr. Preeg. Right. 

Senator Gramm. I do not mind suggesting they not do it. 

Mr. Bergsten. That is what we are saying. 

Senator Gramm. If you are in China, do not do it. It is stupid. 

Mr. Bergsten. That is what we are saying. 

[Laughter.] 

But the implication would then he an appreciation of the 
renminhi and some modest depreciation of the dollar, which would 
help solve the problem that we are talking about here. But it would 
be through their change in that case, and likewise, with Japan. 

Chairman Sarbanes. Jerry, did you want to add something? 

Mr. Jasinowski. Since Senator Gramm liked the chart, and cer- 
tainly saw a number of things in it beyond what I saw, I wanted 
to just say. Senator, the chart always reflected the fact that there 
are a number of variables that influence trade, as you know better 
than anyone, from growth to interest rates to the performance of 
the economy — and the chart reflects that. And therefore, your com- 
ments are correct. 

We are not here to say that the exchange rate is the only deter- 
minant of trade, I should say. We are here to say, though, that 
anybody who says that the exchange rate does not affect trade — 
that is our position — is dead wrong. 

Senator Gramm. Oh, of course it does. But what affects exchange 
rates? That is where we differ. 

Mr. Jasinowski. Okay. But then I want to go on to repeat the 
point that I said earlier. If you have a Treasury policy, and we cer- 
tainly have heard it and we would be happy to document it for the 
Committee, about a strong dollar, and the rhetoric 

Senator Gramm. The Secretary never uttered strong dollar when 
he was here. And he was belligerent and he would have said it had 
he meant it. 

Mr. Jasinowski. Well, I also can tell you if you go back to the 
Reagan Administration, I was involved with the Plaza Accord. I 
was involved with Secretary Baker and others and there were com- 
ments that came out of that Administration about a strong dollar 
and how wonderful it was. If you have any Administration that is 
shouting from the rooftop, even if they do not use the term, “strong 
dollar” about how unmitigated higher and higher exchange rates 
for the dollar are desirable you are going to affect trade flows. That 
is the only point that I would make. 

Senator Gramm. Well, the only thing I would say is that, of all 
the times that I met with President Reagan, and of all the con- 
versations that I listened to, I never heard him mention strong dol- 
lar. I never heard him mention it. 

Mr. Bergsten. Mr. Chairman, could I say one other thing to 
Senator Gramm because you said, “Senator, you had not experi- 
enced any crises under floating exchange rates?” 

Senator Gramm. I did not see one in 1985. 

Mr. Bergsten. I want to give you two examples. 

Senator Gramm. Okay. 

Mr. Bergsten. If the chart went back a couple of years earlier — 
and I have scars on my back because I was in the Carter treas- 
ury — there was a dollar crisis in the late 1970’s under floating 
rates. The dollar collapsed 
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Senator Gramm. Because of inflation. 

Mr. Bergsten. Because of inflation and it added, then, to the in- 
flation and it pushed up interest rates, and we had to do a huge 
intervention in the exchange markets in addition to doing things 
on the domestic front. 

Paul Volcker finally came to the Fed. 

That was a real crisis under floating rates. But I want to make 
a more subtle point. There was a crisis in 1985 with that strong 
dollar, even aside from jobs and all that. The crisis was in trade 
policy. 

You may remember, friends of mine in the House — I cannot 
quote any Senators — said, if the Smoot-Hawley tariff itself had 
come to the floor at that time, it would have passed, because of the 
huge decline in our competitive position. 

You remember, there were Gephardt amendments 

Senator Gramm. Listen, I remember the automobile industry 
came to me and said, we are going to have to go out of business. 
General Motors could go broke. We were producing crappy cars. We 
were producing crappy trucks. The guys on Monday were thinking 
about the weekend. The guys on Friday were thinking about the 
weekend to come. They were having — what is the country song — 
daydreams about night things in the middle of the afternoon. 

[Laughter.] 

We got the hell kicked out of us. They came here and said to 
Reagan, protect us. And Reagan, in essence, said, compete or die. 

Mr. Bergsten. No. 

Senator Gramm. And now we make the best trucks in the world 
and our cars are as good as anybody’s in the world. Why? Because 
we had to. 

Mr. Bergsten. No, but Senator 

Senator Gramm. You all created the crisis in the Carter Adminis- 
tration. 

Mr. Bergsten. No. President Reagan put import controls on 
cars. He had the Japanese do the so-called voluntary export re- 
straints that limited car exports here for 10 years. He did it on 
steel. 

Senator Gramm. He did it absolutely as little as he could get 
away with. He jawboned. 

Chairman Sarbanes. How much did the Plaza 

Mr. Bergsten. It was because of the overvalued dollar. 

Chairman Sarbanes. By how much did the Plaza Accord, done 
during the Reagan Administration by Secretary Baker, affect this 
relationship of currencies? 

Mr. Bergsten. The dollar came down 50 percent on average over 
the next 2 years. 

Chairman Sarbanes. Fifty percent. 

Mr. Bergsten. Fifty percent, having gone up 50 percent from 
1980 to 1985. I am not criticizing President Reagan. I am 

Senator Gramm. Cause, or did it just happen? 

Mr. Bergsten. It was a response to the policy mix of the huge 
budget deficits and very high interest rates that brought in huge 
amounts of capital, drove the dollar sky high, and I actually had 
sympathy with the Reagan Administration when they went for im- 
port controls on autos, steel, machine tools, all those things. But 
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it was because the exchange rate had driven the firms into an un- 
competitive position. My point is simply, that is what we are con- 
fronting again today. 

Chairman Sarbanes. Mr. Preeg, you wanted to add something? 

Mr. Preeg. Just a technical correction. I believe it was closer to 
40 percent. But it had already come down 10 percent before the 
Plaza meeting. The Plaza participants agreed that the dollar 
should go another 12 percent, which is an awfully precise projec- 
tion. And there was a very modest intervention. They were very 
small numbers compared with today. And then the dollar overshot 
and went down another 30 percent. 

So my judgment is that the market forces were already in play 
because the dollar had already come down 10 percent, and we may 
be starting that way today. Very heavy market forces were in play, 
although the official intervention did help. 

Also, politically, calling for G-7 intervention is something I 
would advocate today. Rather, we should say that it is in our mu- 
tual interest to gradually bring down the U.S. trade deficit. If we 
once said that and let the market forces respond, I believe that the 
dollar would begin to move down somewhat. 

Senator Gramm. Mr. Chairman, I am going to lunch. But I want 
to thank you. It was an excellent hearing. 

Chairman Sarbanes. Yes. We are going to draw it to a close. 

I want to read into the record an interview that Secretary O’Neill 
had with the AFX News Limited Service. These are quotes. Of 
course, the Secretary is not here and I guess he could argue that 
he has been misquoted, but anyhow, this is what people read and 
this is what they take their message or signals from. This was on 
March 15, so it was not that long ago: 

We have a so-called strong dollar policy and it is consistent and 
constant and there is no change, he said, suggesting he is immune 
to U.S. industry complaints. I do not feel pressured to change the 
strong dollar policy, he stressed. 

That is because, earlier, they asked him about whether he was 
experiencing a lot of pressure. Actually, he said, O’Neill would not 
comment on whether he expects the rebound in LJ.S. manufacturing 
to help ease the pressure manufacturers have put on the Bush Ad- 
ministration to change the strong dollar policy. I hadn’t noticed, he 
facetiously said of the repeated lobbying attempts by manufac- 
turing associations and U.S. automakers to get the Administration 
to abandon his policy. And then he went on with this quote about 
a strong dollar and not feeling pressure. 

The Treasury Secretary also said he does not regard the current 
account deficit to be a risk to the economy because it is irrelevant. 
I just think it is a meaningless concept in a globalized economy, he 
said, despite some forecasts that the deficit could reach 6 percent 
of GDP within the next 3 years. Economic policymakers should not 
pay attention to the deficit, he said, explaining that the only reason 
that I pay attention to it at all is because there are so many people 
who mistakenly do so. 

I think today was more or less consistent with these statements. 

Let me ask this question. Do you think that the exchange rates, 
that a Plaza-like effort, or a major effort — has the economy devel- 
oped in such a way worldwide that your ability to have an impact 
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has been diminished or undercut? Or if you prepared to move 
ahead with an active policy, could you have an impact? 

Mr. Jasinowski. Mr. Chairman, let me just start the response by 
saying that most of us have stressed a several part policy correc- 
tion. The first part of the correction is for the Secretary of the 
Treasury to acknowledge the problem, to stop talking about a 
strong dollar, and to allow markets to make some judgment — apart 
from the Treasury putting a floor under the dollar. 

Words do make a difference. Rhetoric affects the markets. That 
is policy step number one. And that will clearly work. There is wide 
consensus on that. In fact, there is a quote in my testimony about 
how much the market-makers believe the dollar would adjust by 
that alone. 

The second step, which Fred has emphasized, is that if we pro- 
ceeded with an effort to get agreement among our major trading 
partners and have them support a new set of policies that would 
stress fundamental factors, and intervention, yes, it could have an 
effect. 

Mr. Bergsten. Just to echo what I said earlier, Mr. Chairman, 
I actually think the prospects for intervention working now are at 
least as good as in the past at the time of the Plaza Accord. 

I noted that the Rubin-Summers Treasury tried it only three 
times in 5 years. I think it worked just like a textbook would say, 
on all three cases. The fact that they have not intervened much ac- 
tually means that, if they were to do it now, it would clearly have 
more effect. If intervention is done every day routinely 

Chairman Sarbanes. It would require a joint effort, I take it, by 
the G-7. 

Mr. Bergsten. There are several criteria. It has to be sustained, 
cooperative, well-coordinated. The rhetoric has to be consistent. 

Chairman Sarbanes. Do you think it is likely we would get a co- 
operative, well-coordinated effort on the part of the others? 

Mr. Bergsten. I think the Europeans clearly would agree to in- 
tervene to strengthen the Euro. There would be difficulty with 
them on how much. The Europeans would agree to move the Euro 
back at least to 1:1 against the dollar. They might begin to get 
hesitant beyond that, even though more than that is clearly nec- 
essary, but I think they would clearly agree to start it. 

Japan, given the weakness of its economy that we have talked 
about, and the fact that it is scrambling for any scrap of positive 
news, would be reluctant right now. But they have the world’s big- 
gest trade surplus. It is soaring again because of the recent decline 
in the yen. We would simply have to insist that they cooperated, 
which, incidentally, would then put more pressure on them to 
make the kind of domestic structural reforms they need, anyway, 
and I think would be beneficial in the broader sense as well. 

Chairman Sarbanes. Mr. Preeg. 

Mr. Preeg. I think the interventions that Ered mentioned earlier 
are really token interventions of a few billion, $5 or $10 billion. 

Mr. Bergsten. Which is so amazing why they work. 

Mr. Preeg. They give a political signal, and it is not the econom- 
ics. And the comparison of figures, again back to China. China in- 
tervened with $50 billion last year, while China has one-fifth the 
trade that we do. So for a comparable impact on our trade or our 
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exchange rate, we would need $250 billion of U.S. intervention per 
year. And we are talking about $2 or $3 billion during the decade 
of the 1990’s. 

The orders of magnitude compared with what Japan and China 
are doing, comparing their trade levels and ours, indicates token 
U.S. intervention in economic terms. But even token intervention 
can have political significance in that markets would sense that the 
dollar is going to go down. 

Chairman Sarbanes. At any rate, I take it it is your view that 
even just the rhetoric that we are using is helping to skew this 
thing in the wrong direction. 

Mr. Bergsten. That is clear, and the market people say that re- 
peatedly. One question another time to ask the Secretary is, what 
would be the downside of changing your rhetoric? Why does he not 
want to change his rhetoric? 

The reason is he fears he would drive the dollar down too far, 
too fast. Now, I think that is not a realistic fear, but that is the 
reason. That is the only argument he and his predecessors could 
make for not changing the rhetoric when they were implored to do 
so. They clearly think it would have an impact, or else they would 
accept to do it. 

Ernie made also a very important point. The three cases I men- 
tioned, the amounts of intervention were very modest. And to me, 
that makes it all the more clear how effective the tool is. You do 
not have to spend a lot of money. It is the stealing effect. It is 
indicating with your money where your mouth is. You want to see 
a change. You want to correct the current account problem. 

Mr. Jasinowski. Mr. Chairman. 

Chairman Sarbanes. We have to draw this to a close. 

Mr. Jasinowski. One suggestion to make along these lines, going 
back to a point that Steve made, is to seek a precise written state- 
ment from the Treasury as to what our policy or nonpolicy is, 
which is what I have been arguing in part for that would help clar- 
ify where we are. 

Here we have one of the most important policy issues before the 
country and nobody is quite sure what the Treasury policy is. And 
it does seem to me greater clarity is essential. 

Chairman Sarbanes. The Secretary says there is no problem. 

Mr. Jasinowski. Well, I think there is. 

Chairman Sarbanes. I am going to have to draw to a close. Did 
you want to add anything? 

Mr. Hanke. I would like to briefly make a remark on this last 
round of things. 

Chairman Sarbanes. If you could keep it brief. 

Mr. Hanke. Yes. I think if we have an exchange rate policy that 
is a floating exchange rate policy, the Secretary should refrain from 
all open-mouth operations in all respects and just keep quiet — say 
absolutely nothing on it. 

The second point, Mr. Chairman, is, I think I detect in your view, 
and the views of my colleagues here, that, well, somehow, the bal- 
ance of payments is getting a little bit out of whack and extreme 
values are showing up and we have to do something about it. 

My own view on that is a little bit different. That is, a little bit 
more like the Secretary’s. We have a floating exchange rate policy. 
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which acts automatically. And therefore, these balance of payments 
adjustments just take care of themselves, Fred. 

Mr. Bergsten. Yes, but they do not. 

Chairman Sarbanes. They won’t take care of themselves if the 
currencies are being overvalued for one reason or another, either 
because we are making these pronouncements about the strong dol- 
lar and/or because China and Japan are sort of working against the 
way the market forces work in order to make the purchases. My 
perception is that the market is not working pure and simple as 
a market. It is being impinged upon in a lot of ways. 

Mr. Hanke. Fred, let me make my third point because it fits into 
this. We agree on this thing. 

Chairman Sarbanes. Yes. 

Mr. Hanke. My view is we should become neutral and sanitized 
on the whole exchange rate comment thing. Let the balance of pay- 
ments accounts adjust naturally and over time, market forces will 
take care of that, too. 

Back to your question, Mr. Chairman, about whether some kind 
of policy change now, intervention, three-part thing like Jerry says, 
would work. My view is that the market is set up to be taken 
down. 

So right now, I am Chairman of the Friedberg Mercantile Group. 
Our business is trading currencies. And we are short the dollar 
against 10 very peripheral currencies. And the reason it is a great 
trade is because we pick up the carry and make interest carrying 
a short position against the so-called strong dollar. 

The war on terrorism has changed things enormously. And the 
perception that people have in the world about the United States 
and how great the prospects might be in the future for the U.S. 
economy — cranking up a big war machine against an enemy that 
even our Secretary of Defense says is elusive — is that we are in a 
war of indeterminate duration that is going to start eating up real 
resources in the economy and start whacking away at productivity 
in the economy. 

The story we are getting about the economy has been very rosy 
and that is why there have been deficits without tears, Fred. 

But this thing, I think, is a little bit on a pivot now. So even 
though I disagree with Fred and Jerry in terms of an activist policy 
to correct the balance of payments imbalances, I would have to 
agree that, if you were going to do it, I think now is a great time 
to do it, in a technical sense. 

Chairman Sarbanes. Well, this has been a very helpful panel, 
obviously. 

Mr. Trumka and Mr. Stallman, I just want to say to you, when 
we were talking about the cheap shovel, I was thinking to myself, 
if we do away with these jobs, who is going to have a paycheck that 
will enable them to buy the shovel, whether it is a worker or a 
farmer? So, we have to keep that in mind as well. 

Thank you all very much. It has been a very good panel. The 
hearing is adjourned. 

[Whereupon, at 12:58 p.m., the hearing was adjourned.] 

[Prepared statements, response to written questions, and addi- 
tional material supplied for the record follow:] 
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PREPARED STATEMENT OF SENATOR DEBBIE STABENOW 

Thank you, Mr. Chairman. I welcome the opportunity to discuss exchange rate 
policy and I appreciate that the Treasury Secretary and our other witnesses have 
come to testify before us today. 

The issue of exchange rates and, in particular, currency manipulation is one that 
has a profound impact on my home State of Michigan, especially as it relates to the 
automotive sector. I am concerned that the Administration does not seem to be ag- 
gressively addressing this issue. 

It is not a coincidence that the on-going weakening of the yen has occurred at the 
same time that Japanese automakers are experiencing record profits and American 
automakers are facing significant losses. Indeed, recently, the weakened yen has ef- 
fectively given Japanese automakers up to a 30 percent cost advantage over U.S. 
manufacturers . 

On the floor of the Senate, we are beginning a discussion on promoting trade. 
Free and fair trade can be good for our country, but we must be outspoken about 
anticompetitive tools in the global marketplace. Currency manipulation is one of 
those anticompetitive tools. 

Japan intervened in the currency market a staggering 11 times last September 
alone. This resulted in an 11 percent decline in the value of the yen against the 
dollar. I understand that the Japanese face difficult economic challenges that create 
incentives for them to devalue their currency, but our Government cannot stand idly 
by and watch our domestic manufacturers lose out. 

It is not fair to our domestic auto manufacturers who deserve to compete on a 
fair and level playing field. It is not fair to our auto workers who will lose jobs due 
to this invisible tariff caused by currency manipulation. Indeed, Mr. Chairman, it 
is not fair to a whole number of industries who suffer unfairly. 

I look forward to hearing from the Treasury Secretary today about what the Bush 
Administration is going to do about this problem and I also look forward to hearing 
the perspectives of our other witnesses. 


PREPARED STATEMENT OF SENATOR CHUCK HAGEL 

Thank you, Mr. Chairman, for holding this hearing today to explore concerns 
about the value of the dollar against other currencies. 

I know there are sectors of the economy that have been hit hard over the last 
year by the recession and September 11. Farmers, textile workers, manufacturers, 
and all exporters have especially been impacted. 

There are several factors that have helped create this situation, including the 
trade barriers of other countries, production subsidies that distort markets both 
here and abroad, technological advances that have lowered the prices of production, 
and lower demand in other countries that are going through recessions. Some will 
also say the blame lies with the strong dollar. I am not persuaded that the strong 
dollar is a primary factor attributing to the difficulties in our economy. There are 
down sides to a strong dollar. However, an appreciating dollar can be compatible 
with a rising value of exports, a falling value of imports, a growing trade surplus, 
and increased emplo 3 mient. 

Given the degree in which traders around the world value the dollar, can one say 
that the dollar is overvalued? It is true that the dollar is at a stronger level relative 
to other currencies, but this reflects the productivity, creativity, and value of Amer- 
ican labor and resources. 

I am concerned about the unintended consequences of intervention in the value 
of the dollar. For instance, how will our interest rates, Government expenditures, 
and capital inflow be impacted? 

There are many benefits to having a strong dollar. Most importantly, a strong 
dollar attracts investment which provides new capital resulting in new jobs and 
increased productivity in the United States. 

One reason for the current strength of the dollar is that foreign investors desire 
to purchase American assets. In large part, this is due to the increase in national 
productivity that has raised the rate of return on American capital. 

I am looking forward to hearing Secretary O’Neill and our other panelists discuss 
these issues today. 

Because the strength of the economy is based on many different factors, attempt- 
ing to manage one of those factors will have an impact on all of the others. We need 
to be cautious when we talk about intervening in the market when there is no way 
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to be even relatively certain of how other pieces of the market will move as a result 
of any action taken. 


PREPARED STATEMENT OF PAUL H. O’NEILL 

Secretary, U.S. Department of the Treasury 

May 1, 2002 

Chairman Sarbanes, Ranking Member Gramm, Members of the Banking Com- 
mittee, I thank you for this opportunity to appear before you this morning to discuss 
our International Economic and Exchange Rate Policy. 

The April 2002 Report reviews global economic developments in the second half 
of 2001. This interval and the most recent months encompass a turbulent period in 
which the events of September 11 and their aftermath shook the United States and 
world economies, and a period when the underl 3 dng strength in the U.S. economy 
showed itself forcefully, leading the world back to recovery. I have said before that 
creating economic growth and jobs in the U.S. economy is our overriding concern 
and that getting our economic policies right at home is one of the best contributions 
we can make to global economic growth. 

Increasing economic growth and reducing economic instability are vital interests 
of the United States. For this reason, I would like to touch on several of the Admin- 
istration’s broad policy initiatives for facilitating growth and stability. 

Reducing Barriers to International Trade 

The global economic slowdown, from which we are recovering, brings into sharp 
focus the importance of international trade. Total U.S. trade in goods and services 
amounts to about one quarter of GDP. It now touches almost all parts of our econ- 
omy and is a vital ingredient in its health, creating millions of jobs that pay above- 
average wages. 

President Bush achieved a key objective in his trade agenda with the WTO Min- 
isterial decision in Doha to launch multilateral trade negotiations. Negotiations are 
already underway for a Free Trade Area of the Americas (FTAA) and for Free Trade 
Agreements (FTA’s) with Chile and Singapore. In January 2002, the United States 
announced that it will explore an FTA with the countries of Central America. An 
FTAA, when combined with existing free trade agreements, and bilateral FTA’s with 
Chile and Singapore, will fully open market access overseas for nearly 50 percent 
of U.S. exports. 

The Treasury has a special interest in promoting further liberalization of trade 
in financial services. The growth potential in many countries is being held back by 
a lack of deep and liquid capital markets. The swift removal of barriers in key mar- 
kets will help strengthen financial systems internationally. It will also mean more 
American jobs in a sector with above-average wages. 

In sum, both to help bolster growth and create new export and job opportunities 
for America, it is vital for the Senate to pass, and the Congress to expeditiously 
enact. Trade Promotion Authority. 

Reform of the International Monetary Fund 

The primary role of the International Monetary Fund is to foster conditions in the 
international economic and financial system that support growth. First and fore- 
most, the IMF must seek to prevent crises that undermine and reverse growth. The 
IMF is making progress in enhancing crisis prevention, including through increased 
transparency. For example, nearly all countries borrowing from the IMF now release 
the details of their reform programs, but more steps are needed to release informa- 
tion and encourage policymakers to take quick action to avert potential crises. In- 
deed, no matter how good the IMF’s analysis and policy advice are, their impact will 
be limited if they do not serve to inform the public and markets. We look forward 
to further progress on transparency in coming months. 

To help prevent financial crises and better resolve them when they occur, we are 
working with others in the official sector to implement a market-oriented approach 
to the sovereign debt restructuring process. This contractual approach would incor- 
porate new clauses, which would describe as precisely as possible what would hap- 
pen in the event of a sovereign debt restructuring process, into debt contracts. We 
have proposed three clauses: Super majority decisionmaking by creditors; a process 
by which a sovereign would initiate a restructuring or rescheduling — including a 
cooling-off, or standstill, period; and a description of how creditors would engage 
with borrowers. While we believe it is important to move forward with this contrac- 
tual approach as expeditiously as possible, we also support continued work on the 
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IMF’s statutory approach to sovereign debt restructuring. We believe that the two 
approaches are complementary. 

Reform of the Multilateral Development Banks 

Rising productivity is the driving force behind increases in economic growth and 
rising per capita income. The multilateral development banks (MDB’s) can deliver 
better results by being rigorously selective in their lending, focusing their activities 
on a discrete set of high-impact, productivity-enhancing activities that diversify the 
sources of growth, foster competitive and open markets, promote accountable gov- 
ernance, raise human productivity, and expand access of the poor to physical infra- 
structure, new productive technologies and social services. 

Education and private sector development in particular need to feature more 
prominently as a critical element in lifting people out of poverty. 

Private capital flows now dwarf official development assistance; the challenge is 
to deploy development assistance in areas where we know it will unleash the entre- 
preneurial and creative capacities of people living in the poorest countries and to 
encourage individual investment. Investment climate reforms and capacity-building 
at the Government and enterprise level should be at the front and center of develop- 
ment policies. The scale of global poverty and unrealized human potential under- 
scores the importance of the MDB’s (and all other donors) focusing much greater 
attention on improving the effectiveness of their assistance. Delivering results 
means insisting on rigorous quantifiable measures of each aid project and account- 
ability from each aid institution’s impact in improving living standards. An incen- 
tive structure must exist where performance will be rewarded and nonperformance 
will not. The United States has proposed such a structure for the IDA-13 replenish- 
ment in which the U.S. base-case annual contribution to IDA can be increased if 
specified input and output triggers are met in priority growth and poverty-reduction 
areas such as private sector development, primary education and health. 

President Bush proposed that up to 50 percent of the World Bank and other MDB 
funds for the poorest countries be provided as grants rather than as loans. Invest- 
ments in crucial social sectors (e.g., health, education, water supply and sanitation) 
do not directly or sufficiently generate the revenue needed to service new debt. 
Grants are the best way to help poor countries make such productive investments 
without saddling them with ever-larger debt burdens. 

Millennium Challenge Aceount 

Effective assistance means delivering against a set of priority objectives that is 
measurable. It requires a solid partnership between donors and client countries on 
priority reforms that drive growth and poverty reduction, while underscoring the 
need to measure the impact and accountability of those reforms. 

On March 14, President Bush outlined a major new vision for development based 
on the shared interests of developed nations alike in peace, security, and prosperity. 

The President’s compact for global development proposes a truly historic, shared 
commitment to stop the cycle of poverty in the developing world and is defined by 
a new partnership between developed and developing countries to achieve measur- 
able development results. 

The compact creates a separate development assistance account called the Millen- 
nium Challenge Account. It will be funded by substantial increases over and above 
the approximately $10 billion in existing U.S. development assistance (better known 
as Official Development Assistance or ODA). 

To take advantage of Millennium Challenge Account funds, developing countries 
must be committed to sound policies that promote growth and development, includ- 
ing the need to fight poverty. We will channel these funds only to developing coun- 
tries that demonstrate a strong commitment to: 

• Governing justly (e.g., rule of law, anticorruption measures, upholding human 

rights). 

• Investing in people (e.g., investment in education and healthcare). 

• Economic freedom (e.g., more open markets, sustainable budget policies, strong 

support for development, policies promoting enterprise). 

Experience has shown that policies that are effective in promoting these goals 
underpin successful growth, productivity increases, and poverty reduction. Further, 
these goals are mutually reinforcing. 

Over the coming months we will be asking for ideas from our development part- 
ners — donors, developing countries, academics, NGO’s — on developing a set of clear, 
concrete, and objective criteria for measuring progress in these areas. 
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Combatting Financing of Terrorism 

Depriving terrorists of financial resources is critical to the war on terrorism. The 
President has directed me to take all measures necessary to pursue this goal. 

On September 23, 2001, President Bush issued an Executive Order listing 27 ter- 
rorist organizations and individuals and directing the blocking of their property. 
This Executive Order has now been extended to a total of 202 individuals and enti- 
ties. To date, all but a handful of countries have committed to join this effort. There 
are now 161 countries and jurisdictions that have blocking orders on terrorist assets 
in force and over $104 million in terrorist assets has been frozen globally since Sep- 
tember 11 — some $34 million here in the United States, and another $70 million 
by other countries or jurisdictions. A portion of that amount linked to the Taliban 
has recently been unblocked for use by the new Afghan Interim Authority. 

On April 19, I announced with my counterparts from the Group of Seven an un- 
precedented joint listing of terrorist targets. In March, the United States and Saudi 
Arabia designated jointly the Bosnia and Somalia offices of the Saudi-based charity 
Al-Haramain. These joint designations mark a new level of coordination in the fight 
against international terrorism. 

Cooperation on International Tax Matters 

International cooperation and coordination on tax matters are critically important 
for reducing investment distortions and for promoting the proper functioning of 
financial markets and systems. Tax rules should not serve as an artificial barrier 
to cross-border investment. 

The United States has bilateral income tax treaties with approximately 60 coun- 
tries. The purpose of those treaties is to coordinate our respective income tax sys- 
tems so as to avoid double taxation and to reduce or eliminate tax “toll charges” 
on cross-border investment. We are working to update and modernize existing teix 
treaties and to expand our treaty network. 

As I have said many times, we have an absolute obligation to enforce the teix laws 
of the United States, because failing to do so undermines the confidence of honest 
taxpayers in the fairness of our tax system. This can be done more efficiently, given 
the increasingly global nature of economic activities, with the cooperation of other 
countries. Currently, we have effective tax information exchange arrangements with 
many of the world’s financial centers. We are working to extend and deepen this 
network. 

International Economic Conditions 

I would like to turn now to global economic conditions. 

As you know, the U.S. economy began slowing in the summer of 2000 and this 
weakness extended through the first half of 2001. Then, the terrorist attacks of Sep- 
tember 11 set off disruptions that quickly swept through our economy. The events 
battered consumption as consumers stayed at home, and with our passenger trans- 
port system significantly impacted, many associated industries such as tourism and 
hotels were badly hit. Activity fell at a 1.3 percent annual rate in the third quarter. 

Prior to September 11, I had been optimistic about the prospects for U.S. recovery. 
My optimism now appears to have been well justified. The fourth quarter showed 
a healthy rebound at a 1.7 percent annual rate. Economic indicators for 2002 al- 
ready paint a hopeful picture of an economy bouncing back. I believe that the data 
will show in the final analysis that last year’s downturn in real GDP will be the 
shortest, shallowest on record. 

Why was the optimistic view well founded? Even before September 11, the econ- 
omy appeared to be moving forward at a slow, but positive rate. The inventory over- 
hang was being reduced. The Administration and Congress had responded with 
timely relief action. The tax rebates and rate cuts from tbe Economic Growth and 
Teix Relief Reconciliation Act of 2001 bad put money in people’s pockets and in- 
creased incentives in tbe economy to work, save, and invest. Tbe Federal Reserve 
bad aggressively lowered interest rates and energy prices were tben coming down. 

Most importantly, tbe fundamental strengths of our economic system remain well 
intact — the American people are hard working; our markets are the most flexible 
and dynamic in the world; and our macroeconomic policies are sound. Our economy 
is the most advanced in the world because our economic structures are predicated 
on the recognition that the private sector drives growth, and that the role of Govern- 
ment is to provide a framework that promotes competition and encourages indi- 
vidual decisionmaking. This has produced, among other things, financial markets 
that are the deepest and most liquid in the world. 

The confluence of these factors is reflected in the remarkable productivity growth 
of our economy. Unlike in past recessions, productivity continued to rise last year 
and posted an extraordinary 5.2 percent gain at an annual rate in the fourth quar- 
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ter. Meanwhile, trend productivity growth remains around 2 V 2 percent, sharply 
higher than the IV 2 percent trend rate from 1973 through 1995, keeping inflation 
pressures well at bay. 

I am convinced that the United States has regained its economic footing. In fact, 
the figures released just last week showed real GDP rising at an exceptionally 
strong 5.8 percent annual rate. This performance is a testimony to the inherent re- 
silience of our economy that over the past 6 months has continually surprised on 
the upside. 

So far, I have focused on the United States. The world economy, while beginning 
to recover from the recent slowdown, is still in the early stage of recovery. Last year, 
global growth was highly anemic, at roughly 2 V 2 percent. Prospects for 2002 are 
somewhat better but strong growth may not be fully visible until the second half 
of the year. 

Before becoming the Secretary of the Treasury, I had the pleasure of gaining a 
special appreciation for the strength of the Japanese economy and its people. Over 
the last decade, however, Japan’s economic performance has been well below its po- 
tential. The resulting cost has been high not only for Japan, but also for the world 
economy. Restoring strong Japanese growth is one of the keys to unlocking strong 
global growth. 

President Bush has expressed support for Prime Minister Koizumi’s commitment 
to reform. The United States also shares his view that it is important for Japan to 
increase price competition through deregulation and structural reform and to vigor- 
ously tackle its banking sector problems. We in the United States learned from the 
S&L crisis the importance of comprehensively addressing banking sector problems 
and returning distressed assets to private hands by selling loan claims and under- 
l 3 dng collateral rapidly in the market. 

We also learned that these reforms can take place only in a supportive macro- 
economic environment. For the last 7 years, except for 1997 in response to a one- 
time tcix increase, Japan’s economy has been mired in deflation. Last March, the 
Bank of Japan committed to expand the money supply until the CPI was either sta- 
ble or increased slightly on a year on year basis. Since then, a welcome and sharp 
expansion in monetary aggregates has indeed taken place. So far, however, deflation 
remains entrenched. 

The Euro-zone recorded its best growth in a decade in 2000. Going into 2001, 
there was substantial optimism that the foundations for sustained growth were well 
in place. But despite these expectations. Euro-zone growth slowed markedly and 
was negative in the fourth quarter. While Europe too was affected by the events of 
September 11, Europe’s slowdown in 2001 underscored the fact that the interactions 
and transmission mechanisms among our economies run deep and extend well be- 
yond the realm of trade. 

The Euro-zone is poised to begin growing anew. However, the consensus outlook 
is that the recovery will lag and be slower than the U.S. upturn. That said, it is 
in many respects difficult to speak about the Euro-area as a single entity. Indeed, 
there are many very successful pockets of reform, such as Ireland, Spain, and the 
Netherlands. But European policymakers recognize the need more generally to im- 
plement tcix reforms within the context of efforts aimed at achieving medium-term 
fiscal stability and to undertake structural reforms targeted especially at increasing 
employment and raising potential growth. 

On April 19-20, I hosted a meeting of the G— 7 Finance Ministers and Central 
Bank Governors. We recognized that a recovery is already underway in our econo- 
mies, influenced by macroeconomic policies put in place last year. Nonetheless, 
while confident about our collective prospects, we also agreed that downside risks 
remain, especially those arising from oil markets. In this spirit, we agreed that each 
of our countries bas a responsibility to implement sound macroeconomic policies and 
structural reforms to sustain recovery and support strengthened productivity growth 
in our own economies and in the global economy. 

The U.S. current account deficit was around IV 2 percent GDP in the mid-1990’s. 
It rose to 41/2 percent in 2000 before falling, during last year’s global slowdown, to 
just over 4 percent in 2001. We have all heard the view that this is a threat to 
America’s economic fortunes and global financial stability. I believe that this view 
ignores forces that are working in the market. The current account represents the 
gap between domestic savings and investment and has grown in the face of a pro- 
ductivity-fed U.S. investment boom for the past decade. It is financed by inter- 
national capital inflows that have risen over this period due to strong foreign inter- 
est in investing in the United States. 

In the last 2 years, these capital inflows were sustained despite a slowing of U.S. 
economic activity, a fall in U.S. interest rates, and a decline in equity prices. This 
is a clear demonstration that foreigners regard investment in the United States as 
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continuing to offer extremely attractive rates of return. These inflows are attracted 
by the long-term soundness and relative strength of our economy’s fundamentals: 
Our underlying productivity growth, our low inflation and sound macroeconomic 
policies, our flexible labor markets, and our financial markets which are the deepest 
and most liquid of any in the world. As I often say, these investments in our econo- 
my’s future are not a gift. They are made because of the prospect of a sound return. 

Emerging market and developing economies also felt the effects of the slowdown 
in the major economies in 2001, and their prospects were also set back by the uncer- 
tainties stemming from the events of September 11. However, I am hopeful that 
their prospects will brighten over the course of this year. The truth is that many 
emerging markets have not performed well in recent years and investment flows 
going to these markets have declined sharply. On the positive side, though, many 
emerging market economies are now better able to withstand external shocks, hav- 
ing reduced short-term external liabilities and built up reserves. Many countries, 
such as Brazil, Indonesia, and South Korea, have moved to more flexible exchange 
rates regimes, which allow their exchange rates to absorb the brunt of external 
shocks. I think there is a much greater appreciation throughout these countries on 
the need to run sound policies. And there has been very little contagion from recent 
events in Argentina. 

I would also like to submit for the record the Report to Congress on International 
Economic and Exchange Rate Policies as mandated by Section 3004 of the Omnibus 
Trade and Competitiveness Act of 1988. 

In conclusion, I thank you again for this opportunity to testify before you. I would 
be delighted to answer any questions you may have. 
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The Department of the Treasury 


Report to Congress on International Economic and Exchange Rate 
Policies 

* Fortheperiod July 1,2001, UmMighDecember 31, 2001 


THIS REPORT IS REQUIRED UNDER SECTION 3005 OF THE OMNIBUS TRADE AND 
COMPEimVENESS ACT OF 1988 (THE “ACT). THIS REPORT REVIEWS DEVELOPMENTS IN 
U-S. INTERNATIONAL ECONOMIC POUCY, INCLUDING EXCHANGE RATE POUCY. 


Mainr Findings 


• U.S. economic growth over the period of July 2001 through December 31, 2001^ was disrupted by the 
Sqjtember 11 totorist att^k. Although the eocnunnic slowdown worsened, with real GDP dedining in the 
third quarter of 2001, the U.S. econoir^ bounced l»dr in the fourth quarter, siq^rted by fovorable fiscal and 
monetary policies, and growth is contmumg into 2002. 

• Global growth continued to alow overall durii^ the period, leading to export and import contractiim in 
all key economies. U.S. imports contracted at a foster rate than exports and the current account deficit 
narrowed in the second half. 

• Trade-wei^ted indices of the dollar showed tittle change over the period. Net capital flows into the United 
States remained robust, reflecting continued strong glcfoal investor confidence in the health, dynamism and 
attraction of U.S. markets. 

• No major trading partners of the United States manipulated exchange rates under the terms of Section 
3004 of the Act daring the period. Treasury coolixmes to mmiitor the exchange rate practices of major U.S. 
trading partners and to encourage moves to more flexible exchan^ rate regimes when ^qaropiiate. 


The United States Economy 

Overview (d the U.S. Dome^c Economy 

Although the U.S. econortty was slowing throu^ the 
second half of 20(H) and the first half of 2001, there 
were signs of firming early in the tbiid quarter of 
2001 suggesting that growth might strengthen. The 
Septenfoer 1 1 terrorist attack and its aftermath caused 
the economy to retrench. Consumers pulled back on 
spending and c^tal investment continued to decline. 
Real <35P in the third ^larter fell at a 1.3% annual 
rate, the first decline in neariy a decade. 

Fiscal and monetary policies were already in place to 
counteract the effects of the slowin g economy an d 
those policies contributed to a return to growth in the 
fourth quarttr. Tax rebate dieda and lower maiginal 
rates reduced taxpayers’ liability by about $44 billion 
last year. The Fed^ Reserve lowered interest rates 


' “The period” means My 1, 2001 fhiough Decembers!, 


six Times in the first half of the year, and cut rates 
another five times during the period. After growing 
at a 1.0% anniifli rate in the third quarter, nnn.qimf>r 
spending surged at a 6. 1% rate in the fourth, and real 
GDP rebounded at a 1.7% rate. (3>P growth 
ctmtinued to strengthen going into 2002 . 

Productivity rose even as the economy contracted, an 
unusual development, and accelerated sharply &om a 
1.1% annual rate increase in the third quarter to an 

US. Real O-oss Domestic i^oAict 1997-2001 


(% change overprex’ious quarler, SAAR) 



IQ/98 3Q/98 lQ/99 3Q/99 lQ/00 3Q/00 lQ/01 3Q/01 
Swne: Bureau of Economic Analysis (BEA) 


in this report, unless otherwise indicated. 
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outsized 5.2% pace in the fourth ^larter. Solid 
pnxiuctfvity gains at about the 2.4% trend rate (rf 
growth since 1995 are eqjected to continue. 

Overview ofU.S. International Sector 

Current Account 

The canrent account (^cit fell to $417 billion, or 
4.1% of GDP, in 2001 from a $445 Inllion, or 4.5% 
of GDP, level in 2000. The narrowed deficit was the 
result of significaitt reductions in imports and 
exports, both dejnessed by the slowdown in global 
activity. The contraction in trade was particulatiy 
se\^ for cajntal goods in both the United States and 
its trading paitn^. 


receipts of $95.2 billion from direct investment offeet 
net payments oh portfelio investmeiU. 

The Dollar in Fore^ Exchange Markets 

The dollar, on a tr^-weight^ basis, tiiowed little 
change over the period notwithstanding a temporaty 
increase in tmcertainties ^3out the U.S. economy ai^ 
U.S. maiicets in the wake of the Septemb^ II 
terrorist attacks. The Federal Reserve Board’s broad 
nominal doUm index indicated th^ the dollar 
^^nedated 0.3% on a tiade>wei^ted basis, after 
aiqneciating 4.0% the first half of 2001. The real 
dollar index dqvedated 0.6% during period, after 
appreciating 4.4% during the first half of the year. 
The dollar moved from ¥125 per dollar to ¥131 per 
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Financial Flows 


Net financial flows into the United States remained 
strong throughout 2001, although the composition of 
the flows varied over the course of the year. These 
inflows easily financed the U.S. current account 
d^cit and reflected in ternational investors’ 
contiimed strong interost in investmeiti opportunities 
in the U.S. market 

International Investment Position 

The nd investment petition of the United States at 
tile end <rf 2000, the latest date fiir which data are 
available, was a negative $2.2 trillion with direct 
imrestiiKnt evaluated at maikst value. Net 
investment income payutents to foreigner, however, 
amounted to only $13.7 billion in 2001, as 


BOattnl ExenangeRates 
(DoHarapM Ponign CUiancr Unit Jum 200} ■> 100) 



dollar and from $0.85 per euro to $0.89 per euro over 
the period. 

In the Ju}>''SeptembeT quarter, the dollar depreciated 
on expectations of a protracted t^clical downturn in 
the United States. In an atmo^heie of Slowing 
global growth, mailmt participants became mote risk- 
averse and pulled fiom hi^er risk assets 
generally. Some market paitidpartis, feming ^eater 
economic dislocatiwi after the September 11 terrorist 
attacks, sought to reduce tiieir economic exposure to 
U.S. markets. Some investcos shifted asse^ into war 
and conflict safe-havens, while others merely reduced 
their external ensure. 

However, in the October-December quartCT, markfit 
participants grew increasingly convinced that the 
United States would adapt its economic polici^ 
quiddy to reduce tiie risks of a protracted downturn. 
Data releases during November reinforced an 
emerging saitimait that tiie US would lead the cycle 
and iiffompted upward revisions of market forecasts 
of U.S. growth. The rapid success of U.S. military 
eaSnts in Afghanistan was also a fector nqiporting 
the dollar, fri contrast, economic data from Europe 
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were not viewed as offering assurance about a 
prompt return to growth, while Japanese data pointed 
to costumed dqnessed activity. 

During the period G-7, Finance VBnisters and Central 
Bank Governors referred to exchan^ rates among 
die major currencies in two communiques (Jufy 7, 
2001, and October 6, 2001), each time stating: “We 
will continue to monitor developments closely and to 
cooperate as aiif^ropdate." 

Major Industrial Economies 

The gronth of industrial economies fell sharply in 
2001. G-7 countries, as a whole, e^qjerienced 

ne^ve growth in all but the first quarto of 2001. 
Inflation in G-7 countries fell to a 1.2% y/y (year on 
year) rate in December 2001 compared with 2.5% in 
June 2001 and 2.4% in December 2000. 

Euro Zone Countries 

Euro Zone growth slowed to 1.5% in 2001, down 
sharply from 3.4% in 2000. Growth dqjped to a 
minus 0.7% (seasonally adjusted at an annual rate or 
saar) rate in Q4 fi-om 0.8% in Q3. Of the eight 
largest Euro-12 countries, only Sj^in avoided at least 
one quarter of negative growth, ^ly confidence that 
the Euro Zone could escape tl^ global slowing was 
unduly optimistic. The area-wide unemployment rate 
was 8.5% in December, up fixra a ten-year low of 
8.3% reached early last year. During the second half 
of 2001, the ECB cut its key len^ng rates by 125 
basis points in response to slower grov^. 

The rate of increase in the consumer {aic» uidex 
spiked above a 3% yi^ rate in the late si»mg of 2001 
from a comtrination of food price increases and 
continued high oil prices; the core inflation rate 
remained over 2% throu^ the end of 200 1 . 

The euro appreciffled 5% against the dollar during the 
period, having depreciated nearly 10% during the 
first half of 2001. The euro aj^eciated early in the 
period but was able to maintain levels consi^ently 
abcn^ $0.90 from only mid-August to mid-October. 
The ajro's &ilare to sustain an a^sredation against 
the dollar during 2001 was, at least partially, 
attributable to Europe’s vulnerability to the 
worldwide slowdowiL 


Japan 

The J^janese economy fell back into recession in the 
second quarter of 2001 fi3llowmg a brief and shallow 
recovery from the 1997-98 downturn. Real GDP 
declin^ 1.7% in the second half of 2001, as both 
private and putdic dom^c demand contracted and 
declining net exports also contributed to the 
downturn. For the year as a whole, real GDP shrank 
0.5% as declines in net exports and public demand 
offset marginal growth in private demand Deflation 
remain^ entrenched, with consumer prices down 
0.7% in 2001, the flurd consecutive year of decline. 

The Bank of Japan, in an effort m eiui persistent 
deflation, increased the liquidity it provided the 
money market 1^ raising its bank reserve tar^t in 
stages from ¥5 trillion to a ¥10-15 trillion lan^ by 
the end of the year. Short-term intoest rates 
remained virtually at zero throu^out the period, and 
the nxmetary bare grew at a 22% annualized rate. 
However, growth in broader monetary a^regates 
remained slow (M2+CDs grew 2.8% saar) and there 
was no si^ of easing deflationary fo^saies. The 
weakness in the growth in broad money is a 
reflection of the \reak talance sheets Japan’s 
financiai and corporate sectors. \Tgorou5 action is 
needed to tackle these twin problems. 

Japan's current account surpluses have declined in 
recent years, from $119 billion or 3.0% of GDP in 
1998 to $87 bilUon or 2.3% of GDP in 2001. 

Hie yen depreciated 5.8% against the dollar over the 
peric^ ending the year at ¥131.8, while also 
depredating S.7% in real tr^le-weighted terms. 
Despite the weaker yen, J^jan’s trade surplus 
narrowed from $36.0 dlUon (sa) in the first half of 
2001 to $35.5 billion in the second half as declining 
exports more than offret a $16.6 billion (8.3%) 
decline m imports. In contrast, the current account 
surplus widei^ to $46.9 billion from $41.6 hillinn 
as a narrowing services deficit and a widening 
surplus on investment income more than offset the 
mcxkst define in the tr^ balance. In real terms 
tiiere was a 7.9% fall in net exports from the firat to 
the second half of 2001 contributing to the downturn 
in real GDP. 

The U.S. bilateral trade deficit with Japan in 2001 fell 
sharply to $70,6 billion (BOP basis) from Ihe $82.9 
billion level posted in 2000. 


Japanere foreign exchange intervention in 2001 was 
confiired to September 17 - 28. in the aftermath of 
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the September 11 attacks. Mnistiy of Finance data 
indicate sales of $27 billion equivalent of yen were 
made. 

Canada 

Economic developments in Canada paralleled those 
in the United States in 2001, The Ca^dian economy 
slipped from a slow growth rate of 0.9% saar in the 
second quarter into nei^tive growth c£ 0.6% saar 
<hirmg the third quarter, rebounding to a 2.0% saar 
growth rate in the fiTuith. Infla tion remained low, 
dif^nng to 0.7% y/y in December 2001 &om 2.6% at 
the end of tl» third, 3.3 % at the end of the second, 
and 2.6% at the eni of the first quarter. The Bank of 
Canada (BoC) lowered interest rates in the second 
half of the ^sar as the economy weakened and 
infiation remained subdued, although the spread 
Canadian interest rates over U.S. rates widen^ 

During &e p^od, the overall curreitt acccHint surplus 
fell to 1.3% of GDP from 4.0% of GDP in the first 
half of 2001. 

The Government of Canada (GOC) has pursued 
sound reforms during the past decade, plat^ ±e 
Canadian economy on a much stronger footing than 
in previous years. In the early 1990s, interca rates 
were In double digits, employment dec lining , fiscal 
deficits were large and inflation high. The past 
decade has seen remarkable improvements in eadi of 
these areas. Productivity levels have im pm ved in 
Canada, and some sectors have levels conqjmable to 
those in the United States. However, due impor tantl y 
to developments in the information and technology 
(17) sector, U.S. productivity remained much 
stronger, thus siq^rting coiUinued investment flows 
from Canada to ^ United States. 

The Canadian dollar fell 4.7% against the U.S. dollar 
and 9.3% against the euro, while rising 1.5% against 
the yen, during the period Although the Canadian 
dollar fell sharply against the euro during the period, 
it has risen overall against the European currencies 
diting tte |»st d^de. 

The BoC identifies the longterm decline in inflat ion, 
ar^usted (or real) nmi-energy commodity prices as a 
si^iificant &ctor in ex|daining the long-term decline 
in the U.S.S/C$ exchange rate. A BoC price index 
tracking these exunmodities fell 16.4% during die 
period, reaching a level not seen since 1987. 
Although widening interest rate differ entials vis a vis 
the United States migM have {Hovided some support 
to the Canadian dollar, the market did not regard 


these increased spreads as sufficiently attractive to 
stimulate large scale infiows to Canada. 

The Canadian dollar fieely floats. A 1998 stud}' by 
die BoC of its fbrdgn ecchange intervention 
concluded that its ;ffior policy of regular interaction 
bad very limited inqiact on foreign exchange rates. 
The BoC has not inter^ned In foreign exchange 
markets since 1998. 

Other Industrial and Emerging Market 
Economies: 

Overview of Emerging Market Finance.s 

Risk aversion measures increased significantly after 
the terrorist attacks car Septendier I Ith. Accoidii^to 
some measures, the risk premia paid on emerging 
market dd3t reached or were near record highs. 
Ttese inmeases in measures of risk were drtven more 
by a "flight-to-quahty” and less by a “flighl-to- 
liquidity’’. However, foUcjwing die Septendier 
attacks, there was no widesinead, panicked selling o£ 
all emerging maiket asset classes as occurred in the 
1998 Russia-LTCM crisis. By November 2001, lisk 
levels had declined to levels maintained over 2000 
aiidthe&rstpartof2001. The yield spread over U.S. 
Treasuries JF Morgan’s Emerging Market Bond 
Index Has (EMBI+) peaked at 1,005 basis points at 
die end of t^ diird quarter, and declined in 4C^001 
to a level lower than that recorded at end 2000. 

In 4Q/2001, in spite of the turmoil seated by 
developments in Argentina, bond markets performed 
strongly and equity maitets, on avenge, 
ouq^rformed their developed market counterparts. 
Contagion from Argentina was not widespread 
during the period, as investors discriminated among 
risks. Investors, in particular, took underweight 
positions in risl^ credits (Argentina and initially 
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Brazil) while going overweight in those that seemed 
more st^le (jKimarily Asia and eastern Europe). 

In 3Q/2001, unsettled ^fioancial conchtioiis in 
Argentina and Turkey and the September terrorist 
attads on the United States ^larply reduced dte 
volume of emerging market fimdraisiog in 
intemattonal capital marbets, which fell to levels last 
seen at the time of the Russia-LTCM crisis. While 
4Q/2001 saw some issuance rebound, die total 
emergiiig market issuance ended die year at levels 
comparable to die abnormally low years of the Asian 
and Russian crises. 

Latin America 

Growth in Latin America weakened substantially 
<huing die period, as the gldial decline in demand 
and adverse countzj'-specific factors intensified. 
Mexico’s growth turned negative, weighed down by 
die U.S. reckon. Argentina suffered a real GDP 
contraction and fxogressive deterioration of financial 
conditions, leading to a financial crisis in January 
2002. A central feature of the events tearing to this 
crisis was the government’s cootuuiing fiulure to 
achieve a degree of fiscal discipline that markets 
considered sufficient In Bta^ overall growth 
turned negative, despite a strong improvement in net 
e?q7ort performance. On a regirmal level, the IMF 
projects that real growth slipped to about 1% for 
2001, ttmch lower than the 4% rise experieiued in 
2000. Only Ecuador recorded more lajad growth in 
2001 than in 2000. 

However, Latin American access to external capital 
was siETjxisingly resilient Bond issuance declined 1^ 
only $2 trillion in 2001, to S41 billion, and EMBK 
sovereign spreads widened just 30 basis points (t^) 
during the period to 833bps over comparable U.S. 
Treasuries. Nonedieless, there was increased 
pressure on floating exchange rates and depletion of 
international reserves in those countries with fixed 
exchange rates. 

Argentina 

Si^iificant economic, financial, and political turmoil 
erupted in Argentina at the end of 200 1, culminating 
in January 2002 in a de^ult on external oiriigations, 
an Old to foreign exchange convettibili^ (pegging 
the peso to the dollar at 1 : 1). Following die decision 
to float, tile peso c^neciated fiom an initial level of 
1.40 pesos per dollar to as low as 3.25 pesos per 
dollar in late March 2002 (3.75 in mid-day trading). 


The peso has been bolstered recently additional 
foreign exchan^ restrictions imposed the (Central 
Bank. Events leading iq) to this crisis recited lately 
fiom deteriorating monetary conditions Airing the 
period. Large-scale bank depc^it outflows ($18 
trillion in 2001) weakened Argentina’s fcasign 
reserve position, the credibiU^ of its exchange rate 
regime, and tiie solvency of its banking system. The 
Government inqx)^ comprehensive dqiosit contrels 
in early December 2001. Financial indicators 
weaken^ signiiicantiy throu^oiti the year — the 
Merval stock iote. fell by 50% in 2001, EMBI+ 
spreads widened fiom 800 b|» in the first quarter of 
the year to 4,500 by year end, while short-term 
interbank rates rose finm an average of 11% in 2001 
to 29% tjy year’s aid 

Underlying Argentina’s financial crisis was its 
continued poor growth and weak fiscal performance. 
Output in 2001 contracted by 3.3%, with tiie decline 
increasing to neariy 5%, at an annualized rate, during 
the period This was the third consecutive year of 
fallmg output The uoen^Ioyment rate rose to 18% 
in 2001 from 15% the year before; consumer fxice 
deflation (y/y -1.0%) continued; Argentina’s fiscal 
deficit widened Although Argentina’s trade balance 
strengthened by $6 billion tiirou^ the first tiuree 
quarters of the year, hs corrent account balance 
declined by $5 billion (to -2.9% of GDP) due lar^iy 
to rising interest payments and service imports. The 
real, trade-weighted appreciation of the peso by 
Tou^y 6% in 2001 foUowed a 15% rise during tiie 
two previous years. Argentina’s inabili^ to meet 
program performance standards led the IMF to 
suspend funding in Decenfoer. Presidoit de la Rua 
resigned soon thereafier. and, foUowing a succession 
of interim leaders, Eduardo Duhalde assumed the 
presidency on January 2. 

Brar^ 

The short term political, external, arxl fiscal risks tiiat 
plagued Brazil throughout much of 2001 subsided 
toward year-end and in early 2002. In late 
September, financial marirets began to “decoiqrie” 
Brazil from Argentina. This was due to Brazil’s 
stronger economic fundamentals, anticipation of 
reduced payments in 2002, and a vari^ of 
technical foctors that increased demand for liquid 
emer^ng mailret d^. The result was both a decline 
in new sowreign borrowing costs (from about 1,250 
to a still-*igh 800 bps above U.S. Treasuries) and 
ending access to capital markets during the height 
of Argentine volatility. 



62 


Real GDP growth slowed to 1.5% in 2001 from 4.5% 
in 2000. On a seasonally ac^usted basis, q/q growth 
was -0.8% at»l -1.6% in the third ^ fourth 
^larfors, respectively. Tlus deterioration was due 
largely to a worsening global enviroiunent, hi^ 
domestic int^^ rafos, and a dom^c energy crisis. 
In 2001, Brazil’s trade surplus was $2.6 billion (0.5% 
of GDP>— the first surplus since 1994. The currau 
accouttt deficit was S23.2 billion in 2001 (4.6% of 
GDP), versus $24.7 billion in 2000. Foreign Direct 
Inv^tment (FDI) fell to $22.6 billion in 2001 (97% 
of the cuiiein account balance), <fown from $32.8 
billion in 2000. 

The CPI increased about 7.7% in 2001 and exceeded 
the i^per band of the official tar^t (2%-6% band), 
owing both to substantial increases in public 
entoprise diaiges and the 45% depredation in the 
exchange rate in file year to end-September. Thereof 
reveled its course and appreciated 18% from mid- 
Septenfoer to close the year at 2.3 real/US$-the same 
level as end-June. The Clentral Bank of Brazil (BCB) 
sought to limit inflation by* minimising e xchang e rate 
depredation through the sale of doUar-hoked debt 
($9.4ha net in the period) and spot foreign exchan^ 
r^erves ($6b in the period). During 2001, the 
inflation atijusted tra^wighted exchange rate 
depredated 5.1%. 

Net international reserves (excluding doUar-linked 
lidnlities of the BCB) increased during the period 1^ 
$2. 1 billion to $36.2 biliion. Short-term external debt 
(residual matutity) was 119% of reserves. As a 
percent of M2, net reserves decreased from 27.6% to 
21 . 1 %. 

Mexico 

Negative ^owth in hfexico was pninarily driven by 
die slowdown in the U.S. econon^, which lowered 
dte demand for its exports during the period. Real 
growth slowed to -1.6% y/y in 40^001 (compared 
wiflt 4.7% y/y in 4(3/2000), bringing annual 
growth for the year down to -0.3%. A low annual 
inflation rate of 4.4% for the year allowed the Bank 
of Mexico to ease monetary policy to help aiimiiate 
growth. 

Xhiring 2001, the current account d^dt reached 
US$I7.5 billion or 2.8% of (jDP, down from 3.1% of 
GDP in 20(K). Ha capital account smjdus of $22.7 
dllion was dominated by a faistoricalty high $24.7 
billion FDI inflow, of which $12.5 billion was 
associated with Qt^roup’s acquisition of Banco 
National de Mexico. 


The authorities let die exchange rate float freely in 
the period and the peso (predated a mottest 1.3% 
against the U.S. ^llar to 9.16 jxsos/S. Net 
mt^nadocal reserves rose $2 billion during the 
period to $42 li^on (14.2% of M2 and three months 
of import cover). 

Central and Eastern Europe 

The region of Central and Eastern Europe continued 
to experience solid growtii in 2001, even if at a 
sli^dy slower pace than in 2000. Growth in 
Southeastern Europe is expected to show the greater 
acceleration in the area, a strong Kq]ansion in 
Romania. Of the or more advanced 

economies, onfy Inland came dose to slipjxng into a 
recessioa Ulo^e was one ctf the best performers, 
with the economy growing by 9% in real terms, while 
in Russia growth slowed from 8.5% to 5% in 2001, 
Polish GDP growth drcqsped from 4.2% in 2000 to 
1.1% in 2001 due to a qrclical downturn and ti^ 
monetary policy. The other advanced transhi<m 
economies, Hungary and die Czech RepuUic, grew 
by 3.8% and 3.5%, respectively (compared to 5.2% 
and 2.9% in 2000). 

Cknmtries in this region experienced very difterent 
exchange rate {tfessures in 2001. A sharp decline in 
oil prices after Sq^tember reduced toward pressure 
on Russia’s exchange rate during the period, and the 
ruble dqveciated from 28.2 R/S at the end of 2000 
and 29.2 R/$ at the end of June 2001 to 30.5 R/$ at 
the end of 2001. Overall, the rdrfe’s real 
appredatiem was an climated 7% in 2001, conqiared 
to 22% in 2000. The CBR's intervention in the 
foreign exchange mariret helped boost r^erves $8.5 
billion to $36.5 bittion in 2001, altlumgh reserve 
growth stagnated after September due to early debt 
payments to the IMF and a worsening external 
balance. In Ukraine, the hryvnia remained Sable 
during the period, strengthening slightly fiom 5.4^ to 
5.32/$. There were no significant interventions by 
the central bank. 

In the key Central European economic the prospect 
of future EU menfoership and inflows of capital in 
the form of jnivatization payments and FDI have 
resulted in a strengthenii^ of the currencies in 
nominal and real terms. Both Polmtd and Hungary 
saw a brief; sharp drop in tiieir currencies in July biU 
by year-end both the zloty and the forint had 
stren^reited. In the Czech R^ml^c, the main policy 
preoccupation during the period was a concern with 
excessive crown appreciation in the fece of the 
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inflow of privatization receipts and EU accession- 
related funds, bat the government did not undertake 
any significant stefi^ to iimft the strengfii of the 
crown. The strei^fhening^of these three currencies 
helped to bring inflation down in the region, with die 
average iniladon rate in 2001 in these three countri^ 
only 4.8%, compared to 7.5% in 2000. 

Asia 

Growth in Asia reroamed subdued during 2001, with 
several emergmg Asian economies expeilencing 
recessions doe to the vreakening in gld»l demand, 
though it picltod up considerably year-end. 
Exports eTqieiienced double-digit defines (from the 
secomi hak of 2000), particularly in economies 
dependent on IT Kqjoits ^orea. Sincere, Taiwan, 
and Mal^sia). However, imports in mai^ 
economies fell even ntoie sharply die to die hi^ 
import coment of manufachired exports and weak 
investment owing to excess capacity and an overhang 
of cenporate As a result, current account 
^T^uses in these economies dther remained 
relatively unchanged or increased as a percent of 
GDP. 

Given weak growth arul low inflation, Asian 
countries eased monetary policies in lii^ with dre 
Federal Reserve. However, monetary griTnutng did 
not translate into strong credit growth in most 
countries, given drat maiQ' financial insdnaions 
remained capital constrained and mai^ corporations 
remained overly inddjted. Monetary easing did lead 
to nominal exchange rate dqmdation against d» 
U.S. dollar in some countries, htovements in real 
effective exchange rates for most economies with 
floating exchan^ rate re^mes wm mixed, v^e 
real effective rates in economies with fixed exchar^ 
rate regime tended to apjxeciate. Given weak 
growth and the threat of rfeflation, ^tral tenks 
accumulated reserves to limit the ^ipredation of their 
currencies. 

Monetary audiorid^ in most cmintiies continued 
dreir move toward inflation-targeting regimes. In the 
Philippines, the authorities made final prepaiadons 
toward formally axtopting an inflation targeting 
firamework. In Korea, the central bank adhered to an 
infladon-taigeting fiamewoik, with limited exchange 
rate intervention- Howver, in T hailand, coitral bawV 
authorities, while nominally maintaining an inflation- 
targeting regime, appear to have returned to a gre^ 
focus on exchan^ rate stability and capital flows, 
raising interest rates early in the period despite core 


inflation in the lower half of the tar^t range. In 
general, inflation targeting should !e^ moi^tiiry 
authorities to focus less on short-term exchange ime 
movements and more on the medium-term inflation 
oudook. However, given the large effect exclmnge 
rate charges have on inflation in most Asian 
economies, monetary audiorities will continue to 
adjust monetary policy in response to exchange rato 
clmnges. 

China 

According to official^ repotted data, China’s GDP 
growth slowed to 6.8% y/y from 7.9% in the period 
Tito deceleration was nainly due to a decline in the 
growth of consumption merchandise epqpoits. 
Es^its were adverse affected by the ^obal 
downturn, with epqpoit ^owth foUii^ to 5.0% 
year/year (Ximpaied to 8.8% during the first half of 
2001. apwever, flie slowdown in domestic demand 
caused inqxHt growth during the poiod to decline 
foster than ejq»its. The trade ^uplus for the second 
half of the year (FOB-COO was 2.4% erf GDP, 
compared to 2.0% a year earlier. China’s currmit 
account sur|dus for 2001 is expected to have dedined 
sli^tly from 2.0% of GDP a year eariia*. Using U.S. 
data, China’s bilatoial trade surj^us with the U.S. was 
a non-seasonally ac^usted $46 billion during the 
period, corppared to $37 billion during the first half 
of 200 1 and $84 billion in 20(K). 

China inqplements a de focto currency peg to the 
dollar, which it has maintamed within a ti^ band 
since 1995. In real effopive terms, the Itonminbi 
depreciated 2% during flie period. Gross foreign 
resmves grew $32 tallion to $212 billion in the 
repotting period as FDI inflows increased 15% to 
$46.8 Mllion, reflecting China’s accession to the 
WTO. Gross reserves at the end of the period were 
relatively low, equivalent to 12% of M2, compared to 
10% at the end of June 2001. According to BIS 
figures, ^mves measured 650% of short-tenn 
external debt (residual maturity) at end-Jtme 2001; 
similar data for ^d-December 2001 are not yet 
available. China continues to maintain wide-ranging 
controls on bmh capital mnflow^ and inflows. 

Korea 

Real GDP recovered in the period, growing at 5.1% 
am! 5.9% (estimate^) in the tiiiid and fourth quarters, 
respectively {q/q. soar), following 1.2% and 1.8% 
growth in the first and second quarters. This rebound 
in ^owth was driven by domestic demand, primarily 
ixivate consumjnion si^ported stimulative 
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monetary and fiscal policies. Siferdiandise export 
fell 19.4% during the period, compared to a year 
earlier, due to weak global demand, while in^rs 
fell 16.2% l^gely as a result of sluggidi import- 
intoosive exports and investment Accordingty, 
Korea’s current account surplus as a percent of GDP 
declined from 2.4% in 2000 and 2.6% in the first half 
of 2001 to 0.7% in the period 

Korea mamtaias a floating exchange rate and uses 
inflation tainting to set monetaty policy, generally 
intervening in the foreign excha^ ma^t onfy to 
smooth what it considers excessive volatility. During 
toe period, toe wort defxecdated 1% a^i£^ toe U.S. 
doH^, toe real ^ective exchas^ lato 

ap^dated by 1.1%. The Bank of Korea reduced 
policy interest rates by 100 basis points m toe third 
ejnartor to respond to weak economic conditiems and 
low inflation. Consumer jxicK rose 4.3% arui 3.7% 
(li^ojected) in toe toird and iboito quarters {q/q. 
smr). Despite Korea’s early r^yment in Augua of 
tlto mttstartding balance of its IMF ii^ns, 
reserves increased by $8.6 t^on during the 
ratting period to $102.8 billion at year-end This 
increase was tote mosi:^ to itoerest pamings and 
r^t^ment of exception^ loans to Korean banks 
extern^ during tl^ Asian crisis ratoer toan dried 
central bank interveittion in toe foie^ Kcdtarrge 
market. As of December 2001, reserves were 284% 
of sbon-term external debt (residual maturity basis) 
compared to 229% in June 2001. The ratio cf 
reaves to broad mon^ (M3) was 13% in 
Decentoer, and ttas relati^y cem^ast over 2CK)1. 
Korea has relatively few restrictions on cental 

Malaysia 

entering a technical rocession in toe first half gS 
2001, Mal^^’s ectonomy <tonttact«l 0J% m the 
third ^^lartor and grew 5.3% in the finirth quarter 
(q(q, sa) - a relatively tovor^e result compa^ to 
other e3q»rt-dependent economies in toe region that 
were negafrveiy affiseted ty the gl<toal IT slun^). An 
expaimonary fiscal policy helped to stren^hen 
dom^c dduand aid cutoioG fite dowttoim. De^te 
negative merchainhse Kqpori gowto (down 16% y/y 
in toe period), toe current account si^us remained 
reiativ^ unchanged at 9% of GDP in 3Q01 (latest 
data available), as slowing exports were match^ 
deceldatmg imports. 

Malaysia has maintain^ a fixed peg to toe dollar 
since September 1998, when it also unposed capital 
controls. Controls have since been relaxed, bto 
offshore trading of the rin^ lenaim prohibited and 


foreign portfolio investcBBnt by residetos contriures to 
be restricted. To lirari slmrt-seiling, ling^t 
borrowing by non-residents is also restricted. The 
Malaysian antooriri^ maintained the peg toroughom 
2001 despite occasional periods of downtmd 
pressure on toe ring^t Such paessure iniaisified in 
toe firet half of toe year, as regional eurteiKies 
wakened and substantial caintal outflows led to a 
sharp decline in reserves. Pressure on toe ringgit 
sulsided during toe praiod feUowing successive cuts 
in U.S. interest rates, stabilizatimi of regional 
currencies, and c^tal inflows attract 1^ progress 
toward coqx»ate restnteturuig in Malayan. At toe 
eral cd* toe period, lesmves stoodat S31 tollion, equal 
to 352% of short-term eucternai (resitoral 

maturity) and 32% of M2, iq) from $26 billion, or 
299% of short-term extonal dd?t and 28% of M2, at 
toe end of June 2001. Due to toe strengthening of the 
U.S. dollar during tire period, toe ring^t aiqaeci^ed 
1.4% cm a real trade-w^^ited basis. 

Taiwan 

Real GDP declined 1.9% during 2001, the RStto cf 
toe glotal downturn, piaiticulaily in the mnriret for IT 
products. Declining investment severely dampeited 
(tome^c demand as wdl. This was toe sharped drop 
in CH)P ance fire 197C^ , The ecoaon^ decli^ 4% 
(saar) in toe third quarter but picked up cfamng toe 
final quarter of 200 1, growing an estimated 6% (saar) 
as exports of computer ami electronics goo^ rose. 
MereWdise exports in toe recond half were still 
23% below the smite pmod in 2000. Wito dom^c 
ctemand still weak, the current exeunt suqtojs rose to 
8% of GDP during the second half of 2001 conqiared 
to 6% of GDP during toe same period of 2000. 

During toe reporting period, given weak growth and 
limited infhriion (vrito consumer prices rising at less 
toan 3 2% amnsil rate) Taiwan significanfiy eased 
policy invest rates. A weak hanking system and 
overfy indebted corporations in non-IT sectors 
bamp^ed rite sdmulatoiy effeiri of monetary easing 
on credit growth. However, mcmetaiy easing ai^ 
^rociated torei^ mcebange market intervention led 
to a depreciation of toe Taiwan dollar 1^ 1.6% 
against toe U.S. dollar and 4% on a trade weighted 
basis. (3ross foreign reserves rose $ 13 billioa during 
toe period to $126.6 l^on. As a percentage of M2, 
reserves rc«e from 20.2% to 22.5%, while as a 
percentage (f stort-term external (residua! 
matority) they dediited from 474% to an estimated 
457% during toe poiod. Taiwan maimains a series 
of capital and admmistrative controls including limits 
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on captal transactions by a citiz^ sel^ coi^ls on 
FDI inflows and outflows, lestrictions oa oSshore 
bonowing of tire Taiwan dollar and at times limits on 
large single foreign exchai^ transactions. 

Elements of Manipulation 

Section 3004 of the Omnibus Trade and 
Competitiv^ss Act of 1988 (the Act) requires Ak 
T reasury to analyze annually the exchange rate 
policies of foreign txnimries, in consultation with foe 
IMF, aai to consi<kr wli^ther <x)uatiies manipulafo 
foe rate of exchange between their curremy and tte 
dollar for putpcses of prevenfoig effective balance of 
l^ymefos ac^ustmrats m gainiag imfoir ormp^tive 


advai^ge in intonational trade. The S^aelary of the 
Treasury is required to unctertake negotiations with 
those mairip it tafing co untr ies that have tnateriat 
global current account sur{duses and sigaiflcant 
Inlaforal trade surpluses with the United Stafos, 
unless fose would a serious detrimental impact on 
vital national economic and security interests. 

• Treasury undertook a hnad review of ti^ 
performance of major trading partners of foe 
United States and crmclwkd no major 
tmdingpartnecs of the United Stat^ manipulated 
exchange rat^ under foe terms of Section 3004 
of the Act during the period. 
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PREPARED STATEMENT OF RICHARD L. TRUMKA 

Secretary-Treasurer 
American Federation of Labor and 
Congress of Industrial Organizations 
May 1, 2002 

Chairman Sarbanes, Members of the Committee, I am glad to have the oppor- 
tunity to talk with you today on behalf of the 13 million working men and women 
of the AFL-CIO about the economic impacts of the overvalued dollar. 

As we struggle to escape the grip of recession, the overvalued dollar represents 
a serious problem. It is also causing long-term damage by destroying our manufac- 
turing base. If we fail to redress the problem there is a danger that our fragile 
recovery will be short-lived, pushing us into a double-dip recession. 

Manufacturing is ground-zero of the recession, and its troubles are intimately con- 
nected to the dollar. Since March 2001, we have lost 1.4 million jobs, of which 1.3 
million have been manufacturing jobs. Manufacturing has therefore accounted for 
93 percent of all job losses despite being only 14 percent of total employment. Today, 
manufacturing employment is at its lowest level since March 1962. 

Business has slammed the brake on investment spending, but fortunately the 
American consumer has kept the recession milder than anticipated. However, a 
strong recovery that restores full employment needs a pick-up in investment spend- 
ing. And that will not happen as long as currency markets give a 30 percent subsidy 
to our international competition. 

Over the last 5 years our goods trade deficit has exploded from $198 billion to 
$427 billion, costing good jobs across a wide array of industries. 

• Last year, in the paper industry there were mill and machine closures at 52 loca- 
tions. All are considered permanent, indefinite or long-term. 

• In the textile industry two mills per week closed in 2001, and closures have con- 
tinued this year. 

• The weakening of the yen has given Japanese car companies a huge price advan- 
tage. The result has been loss of market share by our Big Three automakers that 
threatens some of the best jobs in America. 

• Boeing, which operates at the cutting edge of technology, is losing market share 
to Europe’s Airbus. And losses today mean future losses because airlines work on 
a fleet principle. They will therefore order Airbus aircraft 5 years from now when 
they expand their fleets. 

• Moreover, job losses are not restricted to manufacturing. Tourism and hotels are 
hurt by the strong dollar, and film production is moving offshore to cheaper des- 
tinations such as Canada, Australia, and New Zealand. 

Many of these jobs will never come back. These are higher paying jobs that have 
been the ladder to the American Dream for millions of Americans. But now we are 
kicking away that ladder. 

Manufacturing has faster productivity growth, and productivity growth is the en- 
gine of rising living standards. But now we are shrinking our manufacturing base, 
and that is bad for future living standards. 

The Administration has shown blind indifference to these problems. Arguments 
for a “strong dollar” do not wash. 

Inflation is not a problem, and there is no evidence that a lower dollar will lower 
the stock market or raise interest rates. Those who say we need a strong dollar to 
finance the trade deficit have the reasoning back-to-front. We need to finance the 
trade deficit because we have an overvalued dollar. 

It is time for a new policy that puts American jobs and American workers first. 
It is unacceptable that Japan depreciate its currency. This will not solve Japan’s 
problems, and will only export them to its neighbors and us. 

China exemplifies all that is wrong with currency markets. It has a massive trade 
surplus and vast inflows of foreign direct investment. In a free market, China’s cur- 
rency should appreciate, but it does not because of government manipulation. This 
is a problem that appears in different shades in many countries. 

American workers are paying the price of currency manipulation. Trade cannot 
be “fair” when we allow countries to manipulate exchange rates to win illegitimate 
competitive advantage. 

Those who argue we can do nothing about exchange rates abdicate the national 
interest. The historical record and the 1985 Plaza Accord intervention show we can. 
Academic research shows the same. Just as we manage interest rates, so too we can 
manage exchange rates. 
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Currency markets are speculative and respond to policy signals. The Treasury and 
the Federal Reserve must take immediate action with their international partners. 
The upcoming G-7 summit provides an appropriate moment to do so. 

Beyond intervention today, we must avoid a repeat of today’s overvalued dollar, 
just as today’s problems are a repeat of mistakes made in the 1980’s. The dollar 
must be a permanent focus of policy, and the Treasury and the Federal Reserve 
must be made explicitly accountable. 

And every trade agreement must include strong specific language that rules out 
sudden currency depreciations that more than nullify the benefits of any tariff re- 
ductions. We have been NAFTA-ed once, and that is more than enough. 

The Senate Banking Committee has a vital oversight role to play in ensuring that 
the Treasury and the Federal Reserve live up to these obligations. 

I thank you for the opportunity to testify before you, and I will be happy to an- 
swer any questions you may have. 
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Abstract 

The over-valued dollar poses a grave danger to the U.S. economy. Though there is evidence that 
the U.S. economy has now emerged from its recent recession, the current recovery is weak and 
built on the temporary stimulus of inventory re-building. A strong and durable recovery requires 
a recovery in business fixed investment. However, this is being obstructed by the over-valued 
dollar which has undermined exports and allowed imports to take market share from U.S. 
manufacturers. The over-valued dollar is also causing long term damage to the U.S. economy by 
permanently eroding the manufacturing base. Manufacturing is a key engine of productivity 
growth, and a smaller manufacturing sector means lower future growth and living standards. It is 
time for a new policy that abandons the rhetoric of a “strong” dollar. Such rhetoric has sent 
misleading signals to foreign exchange markets and contributed to the dollar’s over-valuation. 
The Federal Reserve must work with its international counter-part central banks to lower the 
value of the dollar to a reasonable level. China’s currency is under-valued and must be revalued 
upward, and Japan must cease using yen devaluation to try and escape its domestic recession. 
Looking beyond this, central banks must establish a system of exchange rate management that 
prevents future mis-alignments of exchange rates which are so damaging. Finally, trade 
agreements must have exchange rate provisions that guard against sudden devaluations and 
depreciations which swamp agreed tariff reductions. 
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I Introduction: the continuing dollar bubble 

Over the last seven years the value of the dollar has appreciated dramatically against 
almost all major currencies, and this appreciation has continued unabated this year. Between 
April 1995 and April 2002 the real value of the dollar rose 34 percent against a broad basket of 
currencies that includes all major trading partners in Europe, East Asia and Latin America.’ And 
over the same period the real value of the dollar rose 49 percent against the currencies of major 
industrial countries. As shown in figure 1, this appreciation has pushed the dollar to a sixteen 
year high that is now approaching the record levels of over-valuation that prevailed at the 
beginning of 1985. 

For much of the last seven years the U.S. economy was in the grip of a powerful and long- 
lived economic expansion that obscured the accumulating negative effects of this appreciation. 
While the economy was expanding, the rising dollar did help control inflation by keeping the lid 
on import prices, and this was a benefit. But at the same time, it also cost manufacturing jobs 
which began to decline in early 1998, and it helped fuel the equity market price inflation which 
many U.S. households are now paying for. Even if a strengthening dollar could once have been 
justified, that justification has long since ceased. Today the U.S. economy is struggling to escape 
the grip of recession, and the over-valued dollar is making this escape more tenuous by 
undermining the viability of America’s manufacturing industries. Fortunately, continued robust 
consumption spending - financed by home price appreciation - has helped mitigate the slump, but 
now there is a real danger that continued over-valuation of the dollar could trigger a double-dip 

These exchange rate indexes are maintained by the Federal Reserve. Each country is 
given a weight in the index equal to its share of trade with the U.S., and the exchange rate is also 
adjusted to take account of differences in cross-country inflation rates. 
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or W-recession. Unwinding the dollar’s over-valuation must therefore become an immediate 
priority of policymakers. 

In the aftermath of the bursting of the NASDAQ stock market bubble, many have 
wondered about resemblances between the U.S. economy and Japan. There can be no doubt that 
the U.S. is different in both the scale of its bubble and its capital market arrangements. That said, 
there are similarities, and one similarity may be the exchange rate. Japan’s asset bubble burst in 
1990, yet the yen continued appreciating through to 1995. This appreciation contributed to 
deepening Japan’s economic difficulties. The broader lesson is that exchange rates can appreciate 
long after a domestic asset bubble has burst, and this lesson is directly relevant for U.S. policy 
today. The U.S. market bubble burst in the first half of 2000, and since then stock prices have 
been coming down. But as in Japan it is taking time for the new awareness to spread from the 
stock market to currency markets. Thus, the dollar continues to be subject to a bubble psychology 
long after the stock market bubble has burst. 

Most disturbing is the fact that the U.S. Treasury may have contributed to this bubble 
through its rhetoric of a “strong” dollar. This has likely created expectations among market 
participants that the Treasury stands ready to intervene in the event of dollar weakness. When 
linked with the fact that many foreign governments have been willing to accept weaker 
currencies to gain international competitive advantage, this has created a “one way” bet in 
currency markets that has put persistent upward pressure on the dollar. 

II Short term damage: the over-valued dollar and the danger of a double-dip recession 

The over-valued dollar is inflicting both short and long term damage on the U.S. economy. 
This damage is inflicted via the impact of the over-valued dollar on exports, imports, and the 
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trade deficit. The trade deficit is exclusively accounted for by a deficit in goods trade, and the 
deficit in goods trade is essentially a deficit in manufactured goods. Thus, goods exports 
constitute 70% of all exports, and goods imports constitute 90% of all imports. Moreover, non- 
agricultural goods exports are 93% of goods exports, and non-petroleum imports are 90% of 
goods imports. These figures mean that the damage from the over-valued dollar is heavily 
centered in manufacturing which dominates the pattern of trade. 

The immediate short term damage comes from loss of manufacturing jobs and the 
draining of demand out of the economy at a time when demand is weak. Since April 1998 the 
U.S. has lost almost 2.1 million manufacturing jobs, and 1.7 million of these have been lost since 
July 2000. These losses can be substantially attributed to the over-valued dollar which has 
reduced export demand for U.S. manufactures, while simultaneously displacing domestic 
production through increased U.S. imports of foreign manufactures. Prior to 1998 manufacturing 
jobs were increasing, but since then the dramatic appreciation of the dollar has put continuous 
downward pressure on manufacturing employment despite the fact that the broader economy 
actually enjoyed tremendous boom conditions for much of this period. The U.S. has some of the 
most efficient manufacturing industry in the world, and for the last several years U.S. 
manufacturing has posted strong productivity growth that has lowered unit labor costs. However, 
these efficiency gains have been swamped by the dollar’s appreciation which has lowered prices 
of foreign competitors. The bottom line is that even U.S. industry cannot compete when 
confronted by a 30 percent price disadvantage imposed by currency markets. 

The impact of the over-valued dollar on manufacturing is documented in a recent study 
released by the National Association of Manufacturers (March 2002). That study reports that 
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U.S. exports have fallen $140 billion since August 2000, accounting for the loss of over 500,000 
factory jobs. Moreover, these job loss effects of declining exports are just one side of the ledger. 
In addition, there are job losses resulting from surging imports that have grabbed market share 
domestic manufacturers. In 2001 the deficit in goods trade was $426.7 billion, equaling 
approximately 25% of manufacturing GDP. Reducing this deficit by $200 billion to the level that 
prevailed in 1997-98 before the impact of the over-valued dollar began to bite, would add 12.5% 
to manufacturing GDP. This would in turn translate into approximately 2. 1 million additional 
jobs.^ This calculation shows how the entire job loss in manufacturing over the last four and one- 
half years can be attributed to the ballooning trade deficit. 

The impact of the dollar works via the twin channels of exports and imports, and this 

effect is clearly shown in figure 2. The solid line represents the Federal Reserve’s broad trade 

weighted real dollar index. This index includes exchange rates for all the U.S.’s major trading 

partners, and it is adjusted for cross-country differences in inflation. The broken line represents 

the ratio of U.S. goods imports to goods exports. When the dollar is strong, imports go up and 

exports go down, and the ratio therefore rises. Inspection of figure 2 shows a clear and robust 

relation. Increases in the broad real dollar index are followed by increases in the import - export 

ratio, and this visual conclusion is supported by the following regression: 

(1) D(GM/GX) = 1.91 + 1.07D(Broad exchange rate(-l)) Adj.R2 = 0.41 DW = 2.16 
(1.10) (3.70) 

where D(GM/GX = change in goods import- goods export ratio, and D(Broad exchange rale(-l)) 


I Manufacturing GDP in 2000 was $1,567 billion. Reducing the goods trade deficit by 
$200 billion to $226 billion represents 12.8% of manufacturing GDP. Manufacturing 
employment in April 2002 was 16.8 million, and increasing this by 12.8% would add 2.14 
million additional manufacturing jobs. 
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= change in lagged broad exchange rate. Figures in parentheses are t-statistics, and the coefficient 
of D(Broad exchange rate(-l)) is significant at the 1% level. The regression says that a one point 
increase in the broad exchange rate results in a 1.07 point increase in the import-export ratio. 

Furthermore, the impact of exchange rate movements has become larger because over the 
last two decades the U.S. economy has become more open and more dependent on international 
trade. This is shown in figure 3 which shows exports and imports as a share of GDP, In 1980 
exports and imports were 18.3% of GDP, but by 2001 they were 23 . 8 % of GDP. Even more 
dramatic is the change in manufacturing openness, defined as manufacturing exports and imports 
as a share of manufacturing GDP. This is shown in figure 4.^ In 1980 manufacturing exports and 
imports were 60% of manufacturing GDP, but by 2002 they had risen to 1 16% of manufacturing 
GDP. The value of manufacturing trade (exports plus imports) now exceeds the total value of 
manufacturing output. Manufacturing exports are 46% of manufacturing output, and 
manufacturing imports are 70% of manufacturing output. Given this massive exposure to exports 
and imports, over-valuation of the dollar now whipsaws the manufacturing sector. Mis- 
alignments of the dollar, resulting from market speculation or policy mis-judgements, therefore 
have a larger and more dangerous effect. 

The over-valuation of the dollar, with its dire impact on manufacturing, has been a major 
causal factor behind the current recession. Looking forward, the over-valuation risks triggering a 
double-dip recession. The current recession began in March 2001, and between March 2001 and 
March 2002 total employment fell by 1.4 million jobs. Over that same period, manufacturing 

Manufacturing exports are defined as goods exports minus agricultural exports. 
Manufacturing imports are defined as goods imports minus petroleum and petroleum based 
products. 
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employment fell by 1 .3 million jobs. Thus, manufacturing accounted for 92% of total job losses 
despite constituting just 14% of total employment. This illustrates how the recession has been 
concentrated in manufacturing. 

In addition to the trade deficit, the other driving factor behind the recession has been a 
collapse in business investment spending. In the first quarter of 2002 the economy rebounded 
with annualized growth of 5.8%, driven by continued strong consumer spending and inventory 
re-building. However, non-residential fixed investment spending continues to be a negative. At 
this stage there is a danger that unless business investment spending turns positive, the temporary 
spur of inventory re-building could dry up, pushing the economy into a double-dip recession. 
With manufacturing capacity utilization running at just73.2% in February 2002, and total 
industry capacity utilization running at 74.8%, business has little incentive to add to capacity. 

The over-valued dollar is a key factor, since it contributes to reduced exports and increased 
imports which displace production for the domestic market. 

The policy implication is clear. The over-valued dollar has contributed to the current 
recession, and it is now threatening to trigger a double-dip recession. The benefits of Federal 
Reserve monetary easing. Treasury tax cuts, and increased government spending, are being 
diverted into import spending as a result of the dollar’s over-valuation. The rebuilding of 
inventory, though a positive force, is temporary. Moreover, some of it is also likely being done 
through increased imports. The bottom line is that a strong and sustained recovery requires 
renewed business investment spending, but this is unlikely to transpire as long as the over-valued 
dollar undermines the competitive position of domestic manufacturers, and actually gives them 
the incentive to shift production off-shore. 
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III Long term damage: the effects of the over-valued dollar on manufacturing and financial 
stability 

Not only is the over-valued dollar doing short run damage to the U.S. economy, but so too 
it is doing long run damage that will be with us long after the current slowdown is over. In March 
2002 U.S. manufacturing employment fell to 16.4 million jobs, equal to the level that prevailed 
in March 1962. 

The loss of manufacturing jobs is damaging the long run commercial outlook for the U.S. 
economy. This is illustrated in the aircraft industry, where Boeing has been forced to make 
significantly larger cuts to its production schedule than has Airbus. Given that airlines often order 
on a “fleet” principle, sales lost today mean lost future sales. This is because when making future 
orders, airlines will tend to stick with the aircraft manufacturer currently supplying their fleet. In 
the textile industry, there were on average two mill closures a week in 2001, and this rate of 
closure has continued in 2002. Modem textile making equipment from these closures is now 
being sold overseas in second hand markets at rock bottom prices. In this fashion, U.S. 
manufacturing capacity is being permanently reduced while that of foreign competitors is built 
up. 

Loss of manufacturing jobs carries a high cost. Manufacturing is widely recognized as a 
principal engine of productivity growth, and there is evidence of positive productivity spill-overs 
from manufacturing to non-manufacturing. There is also emerging evidence that some of the 
greatest gains from new economy information technologies may come from application of these 
technologies to manufacturing. Shrinking the manufacturing sector results in a smaller base on 
which to build productivity growth and on which to apply the new information technologies. 
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Consequently, the U.S. stands to have slower future productivity growth, which will result in a 
lower future standard of living. 

Another cost of lost manufacturing jobs concerns wages and income distribution. 
Historically, manufacturing jobs have been “good” jobs - in the sense of paying above average 
wages and health benefits. Moreover, these jobs have gone disproportionately to those with an 
educational attainment of a high school diploma or less, and this group still constitutes 75 
percent of the labor force. In effect, manufacturing jobs have provided a ladder to the middle 
class for this large group of workers, and there is solid empirical evidence that increasing the 
share of manufacturing Jobs in total employment improves income distribution. Eliminating these 
jobs is tantamount to kicking away the ladder, and the shrinking of manufacturing jobs stands to 
entrench America’s deteriorated income distribution. 

There is a widespread misapprehension that the decline of manufacturing employment is 
an inevitable feature of economic development. While it is true that the “share” of employment 
tends to decline owing to greater productivity growth in manufacturing and owing to the 
tendency for faster demand growth in services, this does not mean that the “absolute” level of 
manufacturing employment need fall. Instead, manufacturing employment can actually grow 
slightly over time. This is clearly illustrated by the Canadian experience. Figure 5 shows 
manufacturing employment in the U.S. and Canada for the period 1990 to March 2002. 

Following the recession of the early 1990s, manufacturing employment in both countries 
bottomed out in 1993. Thereafter, in Canada it proceeded to rise steadily and robustly from 1.786 
million in 1993 to 2.28 million in 2000, making for a 28% gain over seven years. Moreover, 
manufacturing employment has stayed at approximately this level since then, being 2.304 million 
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in March 2002. This contrasts with the U.S., where employment rose from 18.075 million in 
1993 to 18.805 million in 1998, but thereafter started falling. Between 1998 and 2000 the fall 
was gradual, but since 2000 there has been a rapid collapse and U.S. manufacturing employment 
stood at 16.831 million in March 2002. 

The difference between the Canadian and U.S. experiences holds a number of important 
lessons. First, there is no automatic tendency for manufacturing employment to fall. Canada and 
the U.S. have similar economic endowments, measured in terms of quality of governance, capital 
stock, and educational attainment of the labor force. Yet, Canada has managed to grow its 
manufacturing employment significantly, while the U.S. has not. During the 1990s the U.S. even 
had more favorable macroeconomic conditions than Canada, since it enjoyed a stronger 
consumption and investment boom, and it also had lower interest rates. The one significant 
difference was the exchange rate, with the U.S. dollar showing sustained appreciation while the 
Canadian dollar was consistently weak. 

The second lesson from figure 5 concerns the causes of the current loss of U.S. 
manufacturing jobs. Some have claimed that the loss of U.S. manufacturing jobs is due to a 
slowdown in the global economy, which has reduced U.S. exports. But if this were so, there 
should have been a similar loss of jobs in Canadian manufacturing. However, Canadian 
manufacturing employment has actually risen from 2.28 million in 2000 to 2.304 million in 
March 2002. Nor can the U.S. recession entirely explain the loss of jobs, since Canadian 
manufacturing is enormously dependent on the U.S. market. If the recession were decisive, then 
Canadian manufacturing should also have been negatively impacted. 

As noted earlier, the over-valued dollar and the decline of manufacturing both link 
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intimately with the problem of the trade deficit. Almost ninety percent of the U.S. trade deficit is 
accounted for by just twelve industries, ten of which are manufacturing industries. The largest 
contributor is autos and parts: the two non-manufacturing industries are energy and petroleum 
products. A declining manufacturing base threatens to entrench structurally the U.S.’s large trade 
deficit, and this in turn risks lowering future growth and crewing conditions conducive to 
financial instability. The ability to run a trade deficit requires a willingness of foreigners to 
finance the deficit. If that willingness diminishes, the U.S. will be forced to reduce its deficit. At 
that stage, lacking a domestic manufacturing base capable of replacing imported goods, policy 
makers could be forced to grow the economy more slowly and with higher unemployment so as 
to restrict imports to the level for which financing is available. 

This danger is illustrated in figure 6 which shows the manufacturing trade deficit as a 
percentage of manufacturing output. In 1980 the U.S. had a small surplus on manufacturing trade 
equal to 2.04% of manufacturing GDP, but since then this surplus has turned into a widening 
deficit. As of 2000, the deficit in manufacturing trade was 24.56% of manufacturing GDP. The 
massive size of this deficit reveals how the U.S. could potentially find itself constrained in its 
access to manufacturing goods. Allowing this deficit to grow exposes the U.S. to the future risk 
of constrained growth and inflation (i.e. stagflation), resulting from an interruption of foreign 
supplies of manufactured goods and lack of domestic manufacturing capacity to replace those 
supplies. 

Foreign unwillingness to finance our massive trade deficit could also result in an eruption of 
financial instability. For much of the last twenty years the U.S. has run large current account 
deficits, and financing these deficits has involved a combination of borrowing heavily from 
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abroad and selling U.S. owned assets to foreigners. Having been the world’s largest creditor in 
1980, the U.S. has now become the world’s largest debtor. In 1990 foreign entities owned 18% 
of the publicly held federal debt, but by 1998 this had risen to 32%, and the record large trade 
deficits of the last two years have surely pushed it higher still. This changed financial 
circumstance has feedbacks for the current account since the U.S. must now pay interest and 
dividends to foreigners. As a result, the balance on international income turned negative in 1998 
for the first time since before World War n, and this change compounds the problem of financing 
the trade deficit. The changed position is illustrated in figure 7. In 2001 the income account was 
in deficit to the tune of $19.1 billion. This income deficit has been growing rapidly over the last 
several years, and it promises to continue to grow owing to the power of compounding as foreign 
nationals earn income on the loans and investments they have made to finance past trade deficits. 

From a financial stability perspective, reliance on foreign financing exposes the U.S. 
economy to international financial risk. In the event that foreign investors lose their appetite for 
U.S. financial assets, U.S. financial markets will stand exposed to reduced demand that will 
lower asset prices and raise interest rates. At this stage the dollar could weaken precipitously as 
asset holders seek to exit U.S. markets, thereby creating further financial turmoil. The U.S. 
would also be exposed to significant imported inflation owing to its dependence on imported 
manufactured goods which would now cost more, and the result could be a period of stagflation. 

The trade deficit - financial instability nexus can be understood through the metaphor of a 
bath tub. Water in the tub represents accumulated indebtedness, while water flowing in through 
the tap represents new borrowing. As long as there is room in the tub, more water (i.e. new debt) 
can flow in. But once the tub reaches its limit, the water immediately starts to overflow. This 
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metaphor captures the nature of financial crises. One minute everything appears sound, the next 
financial markets are in turmoil. No one knows exactly where the financial instability threshold 
for the U.S. is, but the U.S. has run huge trade deficits for twenty years and the current account 
deficit was 4.5% of GDP in 2000 and 4.1% of GDP.in 2001. Historically, deficits of this 
magnitude have proved harbingers of instability. Policy prudence therefore suggests a course of 
smooth gradual adjustment now, rather than run the risk of large disruptions later that leave a 
debt over-hang from which it is more difficult to escape. 

IV Global implications of the over-valued dollar 

It is not only the domestic economy that is being hurt by the over-valued dollar. So too is 
the global economy, and in this sense the over-valued dollar represents lose - lose policy for 
everyone. For foreign economies the benefit of an over-valued dollar is that it increases their 
exports to the U.S. by lowering their prices relative to those of U.S. producers. Balanced against 
this are several costs, the most important of which is imported inflation resulting from the fact 
that most commodities are priced in dollars. This is clearly illustrated for Europe which saw a 
surge in inflation owing to higher oil prices following the introduction of the euro in January 
1999. The near-tripling of dollar denominated oil prices that took place over the period 1999 - 
2001 interacted with the 35 percent fall in the value of the euro relative to the dollar, causing 
higher inflation. This in turn prompted the European Central Bank to raise interest rates, which 
contributed to a slowing of the European economy, the costs of which surely outweighed the 
benefit of a few additional exports to the U.S. market. 

A second region that has been hurt by the over-valued dollar is the southern cone region 
of Latin America. Here, much damage has already been largely done. The main problem in Latin 
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America has been Argentina whose currency board arrangement tied the Argentine peso at a 
fixed rate to the dollar. Consequently, as the dollar appreciated, so too did the Argentine peso. 
The result was disastrous for the Argentine economy which was priced out of world markets. Just 
as America’s manufacturing industry is having difficulty competing, so too did Argentina’s -- 
only the problem was worse because Argentina’s industry is far less efficient and its exports are 
tilted toward European markets rather than U.S. markets. Moreover, Argentina is a major 
commodity exporter, and the rising dollar priced its exports out of these ultra-competitive 
markets. The net result was a deep and prolonged recession, and this recession has also had 
negative spill-over impacts on neighboring Brazil which is a major trading partner. 

Argentina’s recession, combined with the fact that Europe is its largest export market, made 
it even more difficult for Argentina to service its huge dollar denominated foreign debts. Now, as 
a result of the over-valued dollar, Argentina has been forced into default and abandonment of its 
currency board arrangement. Though freed of the link to the dollar, Argentina’s economy has 
been reduced to a shambles as a result of the process of first tying its currency to the dollar, and 
then being forced to abandon that link. 

Argentina’s default has in turn contributed to ripples of contagion that have kept loan 
rates higher for all developing countries. These higher rates, in conjunction with the fact that the 
most developing country foreign debt is dollar denominated, have then raised the level of 
financial distress throughout the developing world. Finally, as with Europe, developing countries 
have also been hit by higher oil prices which are dollar denominated, and this is a problem that 
persists as long as the dollar continues to be over-valued. 

Most importantly, the U.S. economy is die locomotive of the global economy. Though 
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there are hopeful signs that the U.S. recession of 2001 has ended, there are real dangers that the 
U.S. economy could be subject to a double-dip recession if business investment does not pick up. 
The main factor holding back such investment is massive excess capacity in U.S. manufacturing, 
which in turn is significantly attributable to the over-valued dollar. If the U.S. economy does take 
a double-dip, the consequences will be negative and profound for the entire global economy. 
These consequences will far outweigh any marginal gains in export sales to the U.S. that foreign 
economies may experience as a result of the over-valued dollar. Put simply, cannibalizing the 
U.S. economic locomotive through an over-valued dollar is not a sustainable strategy for global 
growth. 

V Arguments for a “strong” dollar do not wash 

The arguments against an over-valued dollar are compelling, yet some continue to argue 
that a “strong” dollar is desirable. One argument is that the strong dollar helps keep down 
inflation by lowering import prices and keeping the lid on prices of domestic manufacturers. This 
argument had some support in the late 1990s when the U.S. was in the midst of a huge credit- 
driven boom, but that is no longer the case and inflation is not an imminent economic danger. 

A second argument is that a strong dollar is needed to finance the trade deficit. However, 
this argument has the reasoning back to front. There is a need to finance the trade deficit because 
the dollar is hugely over-valued. Absent this over-valuation exports would be higher and imports 
lower, which would diminish the trade deficit and the amount needed to finance it. 

A third argument for the strong dollar is that it contributes to a strong stock market, and 
any weakening of the dollar would cause the stock market to collapse. But here too there is no 
evidence. Figure 8 shows the time path of the Dow Jones industrial average of thirty stocks and 
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the broad exchange rate. It shows no relationship between the stock market and the exchange 
rate. The stock market rose throughout the early 1990s when the exchange rate fell, and in 2000- 
01 the stock market has fallen while the dollar has risen. Rather than an orderly reduction in the 
value of the dollar causing a stock market collapse, a more plausible argument is that failure to 
address the real problems caused by the over-valued dollar will eventually so undermine 
economic fundamentals, that a market collapse will follow. 

Finally, a fourth argument for the strong dollar is that it lowers interest rates. But here 
too there is no evidence. Figure 9 shows the broad exchange rate and the 10 year treasury 
interest rate. In the late 1980s real interest rates fell even as the dollar depreciated rapidly. The 
evidence suggests that real interest rates are unaffected by the dollar, and are instead driven by 
Federal Reserve monetary policy and domestic economic conditions. Here too, as with the 
argument about the dollar and the stock market, there are grounds for believing that it is failure to 
deal with the problems of the dollar that could become the driver of higher interest rates by 
promoting eventual financial crisis. 

VI Exchange rate intervention works 

Having made the case that an over-valued dollar is economically damaging, it is time to turn 
to the problem of what is to be done. The objective is to engineer an orderly and smooth 
depreciation of the dollar of the order of 25%. 

Some argue that a foreign exchange market flows are simply too large, and that effective 
intervention is no longer feasible in a world of globalized financial markets. In making this 
claim, intervention opponents point to the many instances where massive intervention has failed 
to sustain exchange rates. Most recently, there is the case of Turkey. In 1999 there was Brazil, in 
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1998 there was Russia, and before that there were the East Asian economies. In each instance 
market forces proved too powerful. 

Missing in the discussion of dollar intervention is the fact that this is a case where 
intervention is designed to lower the value of a currency rather than support it. This is a huge 
difference. Turkey, Brazil, Russia and East Asia were all cases where national central banks were 
pitted against market participants in an attempt to defend exchange rates. The resources available 
to these banks were their limited holdings of foreign reserves, and given the huge leverage 
possessed by market participants, they were inevitably defeated. However, intervention by a 
strong currency bank is a different matter. A strong currency central bank is selling its own 
currency, of which it has unlimited supplies, and this means market speculators can always be 
defeated. 

Evidence for the success of intervention is provided by the Plaza Exchange Rate Accord of 
September 1985 when the G-7 finance ministers agreed to bring down the value of the dollar, and 
there followed a smooth depreciation that lasted eighteen months. On a more systematic level, 
research by Frankel and Dominguez shows that successful exchange rate intervention is feasible. 
This is confirmed by a state-of-the-art survey of the literature on exchange rate intervention by 
Samo and Taylor published in the September 2001 issue of the Journal of Economic Literature . 
Currency markets appear to be significantly driven by psychology, momentum trading, and herd 
behavior, which results in long sustained swings. Robust coordinated central bank market 
interventions accompanied by coordinated central bank “open-mouth operations” can change 
market psychology and the direction in which the herd is moving. 

Proof of the effectiveness of open mouth operations may even be discerned in the U.S. 
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Treasury’s current “strong dollar” rhetoric. As described earlier, this has created a belief among 
market participants that the Treasury stands ready to intervene in the event of dollar weakness, 
which in turn has placed a permanent updraft under the dollar. This points to the role of policy 
signaling. It suggests that simply abandoning the rhetoric of a strong dollar, and replacing it with 
one of a “sound” or “fairly priced” dollar, could help transition the dollar to a new desired path. 

Successful exchange rate intervention is feasible, That leaves the question of when 

intervention is warranted. This is an issue that Federal Reserve Chairman Alan Greenspan has 

mused over in connection with domestic equity markets. Thus, in his June 1999 testimony to the 

Joint Economic Committee of the U.S. Congress Greenspan commented: 

“But bubbles generally are perceptible only after the fact. To spot a bubble in 
advance requires a judgement that hundreds of thousands of informed investors 
have it all wrong.” 

This argument certainly deserves consideration, but it does not warrant abandoning the public 
interest. In domestic stock markets there are indicators such as price to earnings ratios that can 
guide policy makers. When it comes to exchange rate settings, policy makers can be guided by 
real exchange rate measures that track the real value of currencies and take account of difference 
in country inflation rates. The views of those who are economically impacted also need to be 
recognized, and it is noteworthy that the National Association of Manufacturers, the AFL-CIO, 
and the American Farm Bureau Federation are all calling for a weakening of the dollar. 

Economic policy making involves judgements. Adjusting interest rates is the dual of 
adjusting asset prices, and Chairman Greenspan has no problems about this because of his 
recognition of the pervasive effect that interest rates have on economic activity. The same holds 
for the exchange rate. Just as interest rate policy is set on the basis of sensible and informed 
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judgement about the economy, so too exchange rate policy should be informed in similar fashion. 
Additionally, it is worth noting that intervention today which lowered the value of the dollar 
would work to reinforce the direction of monetary policy. For the last several months the Federal 
Reserve has adopted a course of monetary easing. Selling dollars to weaken the exchange rate 
would complement this strategy. 

VII China and Japan: two special policy concerns 

The value of the dollar needs to be brought down against the broad index of currencies. 
But two country’s currencies are especially problematic because of the tendency of their 
governments to engage in strategic interventions to gain competitive trade advantages, without 
regard to the impact on the global economy. 

In recent months the Bank of Japan appears to have successfully pushed the value of the 
yen from below 120 to the dollar in November 2001 to above 130 in April 2002. The Japanese 
government hopes that this depreciation will sufficiently stimulate the economy to pull it out of 
recession, However, the reality is that Japan is a relatively closed economy, with exports 
constituting just 1 1 percent of GDP, while a signiricant portion of imports are non-substitutable 
primary products. This means that yen depreciation cannot solve Japan’s domestic economic 
problems because the base on which such depredation operates is too small. Instead, it risks 
exporting Japan’s problems to the U.S. and other East Asian trading rivals. This in turn could 
trigger financial instability by starting a cycle of competitive devaluation in the East Asia region. 
The clear policy implication is that Japan must be obliged to abandon its attempt to devalue its 
way out of recession. 

The second problem country is China. According to IMF Direction of Trade Statistics 



89 


Yearbook (2000), China had a trade surplus with the U.S of $68.7 billion in 1999, and a surplus 
with the European Union of $28.7 billion.* It is also a massive recipient of foreign direct 
investment (FDI), bieng the dominant destination in the developing world. Under these 
conditions, in a free market, China’s exchange rate should appreciate. However, China has 
pursued an aggressive interventionist and mercantilist exchange rate strategy that has prevented 
its currency from appreciating. The result has been continuing trade surpluses that threaten global 
deflation. Jobs are being lost in the U.S. manufacturing sector. Beyond that, China is effectively 
sucking all the demand out of the global economy, leaving nothing for other developing 
countries. In this fashion, the developing economies are being pushed into permanent stagnation. 
Once again the policy implication is clear. As a member of the international economic 
community, China must abandon its mercantilist interference in exchange rate markets and allow 
its currency to appreciate as market forces dictate. 

VIII Time to restore exchange rate stability and put exchange rates in trade agreements 

The recognition that currency markets can damage economic activity points to broader 
issues of international economic governance The existing intemational policy framework treats 
trade and finance as separate independent arenas, yet it is clear that trade outcomes are 
profoundly impacted by currency markets. Nowhere is this more clearly illustrated than NAFTA, 
where the halving of the value of the Mexican peso following the inauguration of the NAFTA 
swamped any benefits to U.S. industry of the reduction in tariffs. 

Milton Friedman’s old view that exchange rates are determined by market fundamentals, 
and that market speculators will inevitably puU exchange rates back to levels warranted by these 

*. These are the latest available numbers. 
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fundamentals, is now discredited. Instead, exchange rales appear to behave like asset market 
prices, and exchange rate bubbles driven by speculative expectations can persist for long periods. 
The current dollar bubble shows that the problem of exchange rate misalignment is not just a 
problem for developing countries, and it points to a need for permanent co-ordinated exchange 
rate policies. Acting together, with the onus of intervention falling predominantly on central 
banks of stronger currencies, the international community should establish procedures to prevent 
future damaging currency misalignments. American workers suffered from the dollar bubble of 
the mid-1980s, and they are suffering again from today’s dollar bubble. Exchange rates are too 
important and potentially disruptive to be left to unfettered speculation, and the community of 
central banks should establish proceedures for monitoring and correcting exchange rate excesses. 

In addition, there is a need to reconsider existing arrangements of unfettered capital 
mobility. The goal should not be to prevent capital mobility, but rather to give central banks the 
ability to slow inflows when they deem necessary. One possibility is application of speed bumps 
in the form of temporary non-remunerated reserve requirements on capital inflows, which have 
been used to such good effect in Chile. 

The fact that exchanges rates can become significantly distorted also points to the need 
for exchange rate considerations to be addressed in trade agreements. In serial fashion across 
countries, exchange rate depreciations have destroyed U.S. manufacturing jobs and capital 
investments without regard to underlying productive efficiency. Such depreciations swamp the 
benefit of tariff reductions achieved through trade negotiations, and amount to an “exchange rate 
subsidy” for U.S. competitors. Trade policy must explicitly address this problem and can no 
longer be pursued as if trade and exchange rates are unrelated. 
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In the global trade - exchange rate game U.S. policy makers have consistently abdicated 
their responsibilities, leaving U.S. manufacturers unprotected against the exchange rate 
manipulations of rival governments. Some of our major manufacturing trading partners, such as 
Japan and Korea, manipulate their currencies to give their exports a competitive edge, Guillermo 
Calvo, of the University of Maryland, has documented what he terms “fear of floating,” whereby 
governments nominally commit to a floating exchange rate regime but then engage in systematic 
intervention to prevent appreciations. 

The old Bretton Woods system of fixed exchange rates guarded against this type of unfair 
practice, but that system suffered from the need for large disruptive periodic exchange rate 
adjustments, and it could not withstand the powers of speculation created by liberalization of 
capital flows. The system that has replaced Bretton Woods encourages unfair exchange rate 
gaming, and it also allows exchange rates to be set by capital flows irrespective of trade deficits. 
The result is a system that is dysfunctional. This is illustrated by the current conditions which 
have seen the dollar appreciate strongly despite a record trade deficit that has conventional early 
warning financial crisis indicators flashing red. 

There is no going back to the Bretton Woods arrangements. But placing exchange rate 
provisions in trade agreements, having co-ordinated G-7 exchange rate policy that is predicated 
on strong currency central banks doing the intervening, and making small modifications to the 
rules governing capital flows so as to allow central banks to slow inflows, would go a long way 
to making the international financial system work more fairly and productively. But before this 
agenda can be effected, policy makers will have to escape an ideology of financial markets that 
has them abdicating their powers of responsible intervention and governance. In the meantime, 
this ideology promotes a policy of dollar complacency that is deepening America’s economic 


slump. 
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Figure 4 Manufacturing exports plus imports as a percent 
of manufacturing GDP, 1 980 - 2000. 
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Figure 6 Manufacturing trade deficit as a share of 
manufacturing output, 1980 - 2000. 
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Figure 7 Balance on U.S. foreign income account, 
1980-2001. 
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PREPARED STATEMENT OF JERRY J. JASINOWSKI 

President, National Association of Manufacturers 

May 1, 2002 

Mr. Chairman, Members of the Committee, I am pleased to be here this morning 
on behalf of America’s manufacturers to participate in this discussion of U.S. Inter- 
national Economic and Exchange Rate Policy. U.S. manufacturing is suffering very 
strong negative effects from current U.S. exchange rate policy, and we appreciate 
the opportunity to state our views on the value of the U.S. dollar and the impact 
it is having on American industry. 

The National Association of Manufacturers represents 14,000 American firms — 
10,000 of which are small- and medium-sized companies. Manufacturing is vital to 
America. It comprises one-fifth of all the goods and services produced by the U.S. 
economy and directly supports 56 million Americans — the nearly 18 million Amer- 
ican men and woman who make things in America and their families. 

I am pleased to join the other members of this panel today, and am particularly 
pleased to be testifying along with Richard Trumka, the Secretary-Treasurer of the 
AFL-CIO. The National Association of Manufacturers and the AFI^CIO differ on 
many things, but we are united in lock-step in our need to have the dollar begin 
reflecting economic fundamentals. 

The Dollar is Overvalued, and Everybody Knows It 

Mr. Chairman, I would like to make three points today: First, the U.S. dollar is 
very overvalued; second, this overvaluation is having a devastating effect on U.S. 
manufacturing and on jobs; and third, the overvaluation is fixable — for it is the re- 
sult of market imperfections that are preventing the dollar from adjusting to a more 
normal level. How do we know the dollar is overvalued? 

To begin with, NAM members are on the cutting edge of U.S. trade; and our mem- 
bers have been telling us that after years of being highly competitive in world mar- 
kets, their customers are now saying the foreign currency price of made-in-the-USA 
products have become 25-30 percent more expensive than foreign products. This did 
not happen because U.S. producers became less productive or efficient. And it did 
not happen because they raised their dollar prices. It happened only because the 
price of the dollar rose in terms of foreign currencies. 

About two-thirds of the companies represented at the recent NAM Board of Direc- 
tors meeting said that the dollar is having serious effects on their firms, and this 
is an important reason why the NAM Board passed a resolution calling on the Ad- 
ministration to act to correct the dollar’s overvaluation. A copy is attached to my 
statement. 

The dollar is now at its highest level in 16 years. After remaining fairly stable 
for the better part of a decade, the dollar began a sharp climb starting in January 
1997. It has now appreciated about 30 percent against major currencies, as meas- 
ured by the Federal Reserve Board’s widely-used price-adjusted index of major cur- 
rencies. The sharp rise in the dollar is clearly evident in Figure 1, appended to my 
statement. This graph makes it plain that the dollar is not in any sense in “normal 
territory.” In fact, the extent of the post-1997 climb of the dollar has been exceeded 
only once before — the severe overvaluation of the dollar in 1982-1985 that put U.S. 
trade into a tailspin. Unfortunately, a close look at Figure 1 shows an uncomfortable 
parallel to the path followed by the dollar in the early 1980’s. 

The dollar’s rise has exactly the same effect as the sudden imposition of a new 
30 percent tariff against U.S. -made goods. Congress and the Administration would 
howl with anger if Europe, Japan, Canada, and others were to slap such huge new 
tariffs on United States products — yet there has so far been little concern for an 
overvalued dollar that is doing the same thing. Worse, the dollar is also making 
many foreign products artificially cheap in the U.S. market. The Bureau of Labor 
Statistics’ capital goods import price index, for example, has fallen nearly 20 percent 
in the last few years. 

The NAM may have been the first in sa3dng that the dollar was overvalued, but 
we are now in growing company. We are joined by over 50 trade associations 
representing manufacturing and agriculture, who have come together in the Coali 
tion for a Sound Dollar — advocating a dollar that is consistent with economic fun- 
damentals. 

We are also joined by the International Monetary Fund, whose just-released 
Global Economic Outlook says that one of the principal risks to the sustainability 
and durability of the upturn in the United States and elsewhere is the over- 
valuation of the dollar. The European Central Bank concurs in saying the Euro is 
“very undervalued” and the dollar is “very overvalued.” The Chairman of the Bank 
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of England and of the Gr-lO Group of Central Bankers also said the dollar is over- 
valued. 

U.S. Government officials have also commented. New York Fed President 
McDonough has said the dollar is overvalued. The Chairman of the President’s 
Council of Economic Advisors, Glenn Hubbard, told the press that the strong dollar 
is bad for U.S. manufacturers. 

The President’s Trade Representative, Ambassador Zoellick, has said the strong 
dollar is leading to a flood of imports and providing export-led growth to other coun- 
tries. Former Federal Reserve Board Chairman Paul Volcker testified last year that 
maintaining a stable U.S. economy might require “strengthening of the Euro and 
the yen relative to the dollar.” And Keith Collins, Chief Economist, U.S. Department 
of Agriculture, said “The high value of the dollar is expected to continue to impair 
the U.S. competitive position in world markets. . . . The strong dollar not only 
makes U.S. products more expensive, it insulates foreign competitors from market 
price declines . . .” 

Additionally, we are joined by the financial community. For example, Larry 
Kantor, Global Head of Currency Strategy for J.P. Morgan Chase told National Pub- 
lic Radio that, “We judge the dollar to be high relative to its fundamentals, some- 
thing on the order of 20 percent at most . . .” And Morgan Stanley currency expert 
Joachim Fels, stated flatly to Fortune Magazine that, “The dollar is overvalued, and 
everybody knows it.” 

Then, finally, there is the Big Mac Index. Don’t laugh, The Economist Magazine’s 
Big Mac Index, comparing Big Mac prices around the world, has consistently been 
among the most accurate indicators of currency valuation and future currency 
changes. The current issue of the Economist says, “Overall, the dollar now looks 
more overvalued against the average of the other big currencies than at any time 
in the life of the Big Mac Index.” 

Even Paul O’Neill has commented on dollar overvaluation, and has in the past 
agreed that the dollar can become overvalued and depart from its normal level — 
harming U.S. industry. Of course, he wasn’t Secretary of the Treasury when he said 
so. Nevertheless, his words from 1985 are surely indicative of his belief. When the 
dollar became badly overvalued in 1985, he said the strong dollar “. . . has turned 
the world on its head. We have suffered a major loss in competitive position because 
of exchange rates.” He went on to say, “Exchange rates moving back to normal 
levels would be very good news for our industry. We would recoup most if not all 
of our export volume.” 

Mr. O’Neill’s words were good advice then, and are just as relevant today. 

The Overvalued Dollar is Having a Huge Effect 

The overvaluation of the dollar is one of the most serious economic problems — 
perhaps the single most serious economic problem — now facing manufacturing in 
this country. It is decimating U.S. manufactured goods exports, artificially stimu- 
lating imports, and putting hundreds of thousands of American workers out of work. 
It is leading to plant closures and to the offshore movement of production away from 
the United States, with harmful long-term consequences for future U.S. economic 
leadership. 

This is a matter to be taken seriously not only because of the cost in terms of 
jobs that have been lost, but also because manufactured goods comprise over 85 per- 
cent of all U.S. goods exports — and two-thirds of all exports of goods and services. 
America’s ability to pay its international bills depends on America’s manufacturing 
industry. 

Effect on Trade and Jobs 

The effect on U.S. manufacturing has been huge, as is detailed in the NAM anal- 
ysis titled, “Overvalued U.S. Dollar Puts Hundreds of Thousands Out of Work,” 
which I ask be made part of the record of this hearing. That report shows the dol- 
lar’s overvaluation has had a major impact on exports, imports, the trade balance, 
and jobs. 

Exports of U.S. manufactured goods have plunged $140 billion in the last 18 
months, at an annual rate — the largest such fall in U.S. history (Figure 2). This fall, 
which is more than a 20 percent drop, is so huge that it accounts for close to two- 
fifths of the entire fall in U.S. manufacturing output and jobs in the current manu- 
facturing recession — over 500,000 lost factory jobs. 

The recession from which we are beginning to emerge was, to a remarkable de- 
gree, a manufacturing recession. Comprising 14 percent of the American workforce, 
the manufacturing sector accounted for 80 percent of the job loss in the entire U.S. 
economy. Manufacturing lost about 1,500,000 jobs — and over 500,000 of them were 
directly due to the unprecedented fall in American exports. The export losses, prin- 
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cipally due to the overvalued dollar, are a key factor explaining why the manufac- 
turing sector has fared so much more poorly than the rest of the economy in this 
recession. 

To put the $140 billion export drop in a different perspective, it is instructive to 
realize that the NAM estimates a successful Free Trade Area of the Americas agree- 
ment (FTAA) could triple U.S. exports to South America from $60 billion to $200 
billion within 10 years of implementation — which is scheduled to begin in 2006. 
Thus over the next 14 years, the FTAA may result in a $140 billion increase in U.S. 
exports. American exports have fallen by that much in just the last 18 months! 

Additional hundreds of thousands of jobs have been lost on the import-competing 
side as well, though this is more difficult to measure. From the beginning of 1997 
through the first quarter of 2002, U.S. manufacturing output rose 12 percent, while 
the volume of goods imports soared 45 percent — almost four times as fast. Much of 
this is due to the fact that import prices fell 10 percent relative to domestic manu- 
facturer’s prices. Import prices fell even more rapidly in some sectors — such as in 
imported capital goods, where they fell 17 percent, reflecting the rising dollar. 

This is evident in what has happened to some individual industries. For example, 
prior to 1997 the U.S. paper industry routinely supplied about 80 percent of the 
growth in the U.S. market for paper. Since 1997, however, 90 percent of the growth 
in demand for paper in the United States has been met by imports. The U.S. paper 
industry has closed 60 plants since 1998. 

The U.S. textile industry, through large investments and productivity improve- 
ments, and generally stable prices for Asian imports, had been able to hold its own 
until 1997. Since the dollar began to rise in that year, dollar import prices for textile 
products fell 23 percent, imports from Asia soared, and 177,000 tJ.S. textile jobs 
were lost. 

The Treasury Department’s periodic examinations of exchange rates and trade 
curiously have not mentioned any effect of exchange rates on trade. Instead the 
Treasury attributes all the U.S. trade changes solely to faster economic growth in 
the United States than abroad. While slower economic growth abroad certainly has 
contributed to the U.S. export slowdown, it has been a subordinate cause, and the 
principal cause has been the huge shift in relative prices brought about by the rise 
of the dollar. 

For example, U.S. exports to the European Union dropped 20 percent over the last 
year and a half. European industrial production declined only about 4 percent dur- 
ing that time period. While this slowdown certainly had some influence on declining 
U.S. exports, typically each 1 percent change in European industrial production 
results in a little less than a 2 percent shift in U.S. exports. Thus, the decline in 
European industrial production should have cut U.S. exports by about 7 percent — 
leaving a 13 percent residual that can only be explained by the dollar’s over- 
valuation. 

A much stronger relationship exists between currency misalignment and trade 
shifts, as is depicted in Figure 3, attached to my statement, which clearly shows 
how dollar overvaluation affects trade flows. The graph shows two economic series: 
(1) the ratio of U.S. imports to U.S. exports — i.e., how much larger imports are than 
exports; and (2) the Federal Reserve Board index of the value of the dollar. Even 
a cursory examination of the graph shows the close relationship. The time lag be- 
tween a change in exchange rates and a change in trade patterns is visible as well, 
particularly in the exchange rate peak in 1985 that resulted in imports cresting at 
being 80 percent larger than exports in 1987. 

Largely as a result of the import and export effects of the overvalued dollar, the 
manufactured goods trade deficit has grown so much that it has reached a record 
21 percent of U.S. manufacturing GDP (gross value added in manufacturing) — more 
than double what it was in 1997. 

Treasury Secretary O’Neill was quoted recently in the press as saying that he 
thought the trade deficit was of no consequence because capital inflows are strong. 
We differ sharply with this statement, as does the International Monetary Fund and 
the vast preponderance of economic evidence. The current account deficit has three 
very significant consequences. The first is that the continuing deficit generates an 
ever-increasing load of foreign debt that one day will have to be paid, and at large 
cost. Federal Reserve Chairman Greenspan and many others, including a worried 
International Monetary Fund, have pointed out that there could be serious con- 
sequences on the United States and global economies. 

'The second aspect is its damage to U.S. industry — particularly to manufacturing. 
Perhaps one of the most worrisome aspects of the dollar-induced shift in the U.S. 
trade balance is what has happened to U.S. trade in technology-intensive products. 
This is America’s most competitive sector, and is based on the best of American re- 
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search and development, productivity, and innovation. It is always a sector we have 
taken for granted in trade. 

Indeed, as recently as 1997 it generated a $40 billion trade surplus for the United 
States. That surplus has been declining at an accelerating rate, and has now, for 
the first time in our history, moved into a substantial deficit, running at an annual 
rate of $20 billion. If the United States cannot compete in knowledge-intensive, 
technology-intensive trade, where can it compete? 

The third aspect is that dollar overvaluation and the consequent huge trade and 
current account deficits erode support for free trade policies and contribute to rising 
protectionist sentiments. When industries and displaced workers see their sales and 
jobs disappearing because of falling exports and rising imports despite their best 
efforts to be competitive, their natural reaction is to urge that trade policies be 
changed. America’s historic support for free trade policies was threatened in the 
1980’s overvaluation, and the current overvaluation and trade deficits are the prin- 
cipal reasons why public support for further trade liberalization is weak. 

Effect on Small- and Medium-Sized Firms 

While manufactured goods exports are widely assumed to be associated with large 
firms, in truth more than 95 percent of all exporters are small- or medium-sized 
firms. Exporting has been a major source of growth for small-manufacturers. For 
example, according to the NAM’s surveys of small- and medium-sized member com- 
panies, the proportion of these companies that generated at least 26 percent of their 
total business from exports grew from 5 percent in 1993 to almost 10 percent in 
1998 — nearly doubling. With 95 percent of the world’s consumers outside our coun- 
try’s borders, small manufacturers have found world markets to be a major source 
of growth and jobs. 

Unfortunately, the sharp rise in the dollar over the last few years has led to a 
major reversal. Based on the most recent NAM survey of its small and medium 
membership, all the export gains since 1993 have been erased. Last year the propor- 
tion of smaller companies exporting at least 25 percent of their production fell to 
only 4.2 percent. And for this year, only 3.8 percent anticipate exports to be at least 
26 percent of their business. 

Effect on Earnings 

Finally, American firms’ profits have been strongly affected, including from the 
fact that profits from overseas operations have been reduced sharply as earnings 
from abroad are converted back into dollars. After recovering from a drop due to 
the Asian financial crisis in 1997, manufacturing after-teix earnings peaked at $76 
billion in the first quarter of 2000. By the first quarter of 2001, earnings had col- 
lapsed to $-1.7 billion, a level not seen since the 1st quarter of 1992. Reduced 
exports, heightened import competition, and the conversion into dollars from oper- 
ations abroad have had a major impact. Foreign operations, especially in Europe, 
represent a sizable proportion of global sales and profits for many large American 
firms. As foreign earnings are converted into dollars and have had to be marked 
down 30 percent or more because of the shift in currency values, the impact on total 
corporate profits has been huge. Corporate releases in recent weeks have been 
replete with reports of reduced earnings because of the overvalued dollar. 

How Individual Companies Have Been Affeeted 

To understand the real extent of the injury being caused to U.S. manufacturers 
it is necessary to look at the effect dollar overvaluation is actually having on indi- 
vidual companies and their employees. Many NAM member companies have written 
to the Treasury Department urging action to bring relief from the overvalued dollar. 

Typically they relate that after having been competitive in world markets for 
years, they are now losing their foreign business. Many tell of export decreases of 
25 percent, and some have lost almost all their export business. 

Some letters are from large companies that are world industry leaders. Others are 
from small companies, many of them family-owned. They tell a story of being unable 
to compete not because of a decline in product quality or productivity and not be- 
cause of any price increases in dollar terms — but only because of the rise in the dol- 
lar’s value relative to other currencies. All of them are losing sales overseas or find 
they can no longer compete against imports into the U.S. market. Many of them are 
having to reduce their workforces. Others say they have no choice but to close their 
U.S. plant and start production overseas. This is the cost of having an overvalued 
currency. 

These are not poorly-managed companies. They are not “whiners.” They are 
among the best U.S. manufacturers, and many had built large export markets, won 
Government export awards, installed the latest machinery and technology, and 
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proudly sold their American-made products around the world. I have appended 
about a dozen of these stories to my testimony. 

Correcting the Currency Misalignment 

Currency values should — and over the longer term do — reflect economic funda- 
mentals. However, the normal market adjustment mechanisms appear to have been 
thwarted in the case of the dollar’s recent rise. While about one-fourth of the dollar 
appreciation since 1997 took place during 1997-1998 as capital fled to the safety 
of the U.S. economy in the wake of the Asian financial crisis, three-quarters of the 
rise in the dollar took place after 1998 in spite of, not because of, the economic fun- 
damentals of the United States. In the face of slowing economic growth, declining 
interest rates, and rising manufacturing unemployment, the dollar has remained 
high. 

Interest rate differentials are one of the key factors normally expected to affect 
exchange rates. In June 1999, the U.S. Federal Funds rate stood at 5 percent, 
roughly 2 percentage points above the European Central Bank’s key lending rate. 
This was certainly a factor contributing to dollar strength. However, repeated inter- 
est rate cuts have now put the Federal Funds rate fully IV 2 percentage points below 
European rates. Why hasn’t the dollar fallen relative to the Euro? 

Economic growth differentials are another important factor. In the late 1990’s, 
U.S. economic growth averaged more than 4 percent, outpacing our major trading 
partners. However, U.S. economic growth slowed substantially beginning in the sec- 
ond half of 2000. By comparison, while economic growth in Europe and the Pacific 
Rim has also slowed, most analysts now expect economic growth to favor our trad- 
ing partners overseas after the 1st quarter of 2002. Clearly, the impressive growth 
disparity between the United States and economies abroad in the late 1990’s has 
shifted. Why hasn’t this been reflected in exchange rates? 

Trade and current account balances are important as well. The U.S. trade deficit 
now stands at more than $400 billion, or 4.4 percent of real GDP — up significantly 
from just 1.4 percent in 1997. During the late 1990’s the outflow of U.S. dollars, 
which is the flip side of a large trade deficit, was largely used to acquire U.S. as- 
sets — primarily U.S. plant and equipment in the form of direct investment. How- 
ever, business investment demand in the United States has been negative for 5 
quarters running. Combined with continuing large trade deficits, this translates into 
an oversupply of dollars in the world financial system which should put downward 
pressure on the value of the dollar. Why hasn’t that happened? 

Unless economic theory is to be rewritten, clearly there are market imperfections 
at work. By far the most important factor interfering with the market is the Treas- 
ury’s maintenance of a “strong dollar no matter what” policy, a carryover from the 
Clinton Administration. This rhetoric is artificially propping up the dollar — and 
causing severe economic dislocation especially for manufacturing. 

The Treasury’s statements are inherently contradictory. On the one hand it says 
that a strong dollar policy is necessary in order to continue to attract the capital 
needed to finance the trade deficit (which is caused by the strong dollar). On the 
other hand, its says that the dollar is strong because the United States is the best 
place to invest, and rapid foreign capital inflows are driving up the dollar through 
the free operation of the marketplace. 

But if the latter were true — that the dollar remains strong because of market 
forces — then it wouldn’t matter if the Treasury said the United States had a strong 
dollar policy, a weak dollar policy, or even no dollar policy at all. Markets would 
only care about the economic fundamentals of U.S. growth, productivity, and returns 
to capital. 

But what would really happen if the Treasury announced it no longer had a 
strong dollar policy and was adopting a policy of benign neglect — letting the mar- 
kets set the dollar wherever they thought it should be? 

Larry Kantor, Global Head of Currency Strategy for J.P. Morgan Chase, answered 
that on National Public Radio recently, when he said that if markets, “hear even 
a slight change in the rhetoric, it does risk a pretty sharp fall in the dollar.” Why? 
Because the dollar is very high compared to its economic fundamentals. It should 
have been adjusting for some time now, but has not. 

If markets no longer believed the Treasury would keep the dollar at its present 
levels, market expectations would change overnight, realism would take hold, and 
the dollar’s correction would begin immediately. As Morgan Stanley told Fortune 
Magazine, “the dollar is overvalued, and everybody knows it.” Thus, we believe the 
Treasury’s policy is in effect distorting the market and preventing market forces 
from working. It is time to end this policy and to allow the market to correct the 
valuation of the dollar. 
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Accordingly, we believe the Administration should stop and take the following 
steps: 

1. Announce clearly that exchange rates are not reflecting economic fundamentals, 
that the Treasury is adopting a sound dollar policy of benign neglect, and that the 
United States will not intervene in exchange markets to maintain the value of the 
dollar. 

2. Seek cooperation with other major economies in obtaining common agreement 
and public statements that their currencies need to appreciate against the dollar. 

3. Make clear that the United States will resist, and take offsetting action as nec- 
essary, foreign country interventions designed to retard movement of currencies to- 
ward equilibrium. 

4. Seek agreement that the G-8 countries should state their intention to work to- 
gether, as they stated in 1985 when the dollar was badly overvalued, and to make 
a clear and unambiguous announcement at their next meeting, in June, that: 

• external imbalances have become too great and are contributing to protectionist 
pressures which, if not resisted, could lead to serious damage to the world econ- 
omy; and 

• exchange rates should play a role in adjusting external imbalances and in order 
to do this exchange rates should better reflect fundamental economic conditions 
than has been the case. 

Should currencies begin adjusting too rapidly, coordinated intervention in the 
market can assure an orderly movement. When countries coordinate intervention 
and clearly state their intentions, markets react. The experience of the 1985 Plaza 
Accord is instructive. This Accord restored currency stability and broke the back of 
the rising protectionism. The preponderance of economic research, meticulously re- 
viewed in the September 2001 issue of the American Economic Association’s highly 
respected Review of Economic Literature, makes it plain that highly visible coordi- 
nated action, including intervention, does work. 

The Treasury’s Report on Exchange Rate Policy 

In concluding my remarks, Mr. Chairman, I would like to offer some views on the 
Treasury’s Annual Report on International Economic and Exchange Rate Policy. 
Section 3005 of the Omnibus Trade and Competitiveness Act of 1988 requires the 
Secretary of the Treasury to provide Congress with periodic reports on exchange 
rates and economic policies. 

Of particular interest to the NAM is the requirement (Section 3005(b)(4)) that the 
Treasury’s report include an assessment of the impact of the exchange rate of the 
dollar on production and employment in the United States and on the international 
competitive performance of tJ.S. industries. We have been disappointed consistently 
that the Treasury’s reports have not, and do not, contain such an assessment. The 
reports have contained no discussion at all of the effect the appreciation of the dol- 
lar has had on trade in U.S. manufactured goods or in farm commodities. 

More transparency and visibility is desirable here, both for policymakers and for 
the public. The NAM, therefore, recommends that the Commerce Department and 
the Agriculture Department be required by the Congress to begin preparing semi- 
annual reports directly analyzing the effect of exchange rates on U.S. trade, pro- 
duction, and employment. These reports would be separate from the Treasury’s 
macroeconomic reports, and would be produced independently by the Commerce and 
Agriculture Departments. Moreover, as part of their reports, they should be required 
to survey what private sector economists are saying about the effect of exchange 
rates on trade and production. 

Mr. Chairman, I appreciate the opportunity of appearing before this Committee; 
and we look forward to working with you to persuade the Administration to drop 
its pegging of the dollar through its “strong dollar” policy and to adopt a “sound dol- 
lar” policy in which markets set currency rates based on economic fundamentals. 
The longer this change is delayed, the worse matters will get. 

Thank you, Mr. Chairman. 
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Figure 1 


DOLLAR UP 30 PERCEIsfr SINCE 1997 



Overvaluation bespnning to rival the 1980's, whenU.S. and other governments 
cooperated In the "Plaza Accord" to restore currency stability 


Source: Federal F^serve Board Price-adjusted Major CXirrencies 
Dollar Index, re-based to Jan, 1997=100 
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Figure 2 


MANUFACTURED EXPORTS PLUNGE 

Down $140 billion from Peak - Off 21% 



S ource: U .S . Department of C ommerce data, Census B ureau, 
Seasonally adjusted by the NAM 
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Figure 3 


OVERVALUED DOLLAR CAUSES 
ADVERSE TRADE SHIFTS 



Imports Now 65% Larger Than Exports -- 
Closing in on Disaster of Mid- 1980's Overvaluation 
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NAM Board Resolution 

on Promoting a Sound Dollar 

Whereas the National Association of Manufacturers favors a sound dollar that reflects 
economic fundamentals, but not one that is so excessively strong as to be overvalued; 

Whereas the value of the U.S. dollar against other major currencies has risen 30 percent 
since 1 997 and has reached the highest level in 1 6 years despite the fact that economic 
fund^entals have moved in the opposite direction; 

Whereas this rise in the value of the dollar is imposing the equivalent of a 30 percent added 
tariff on U.S. exports and permits imports to be sold at artificially low prices in the United 
States - with the effect of severely hampering the exports of American manufactured goods, 
artificially increasing imports above what they otherwise would be, and distorting the 
earnings of U.S. affiliates overseas; 

Whereas since August 2000 U.S. manufactured goods exports fell $140 billion - accounting 
for nearly 40 percent of the decline in U.S. manufacturing production and employment - 
accounting for the loss of over 500,000 factory jobs; 

Whereas a broad range of U.S. industries have seen a sharp decline in their ability to 
compete against imports since the dollar began its climb in 1997, with commensurate 
additional losses of American jobs; and 

Whereas small companies as well as Im’ge are being affected and, after rising steadily 
throughout the 1990’s, the proportion of small and medium-sized companies exporting at 
least 25% of their production has now declined to the lowest level since the NAM began 
surveying; 

Whereas the trade and job losses related to the excessive strength of the dollar are decreasing 
support for free trade policies and leading to increased pressures for protectionism; 

Whereas the value of the dollar has failed to move in the direction of an equilibrium that 
would end trade distortions, principally because of market imperfections such as a belief that 
governments will intervene to keep currency relationships at their present levels -- 

Now therefore be it resolved that the National Association of Manufacturers urges the 
Administration to consider actions that can be taken to enable the dollar and other major 
currencies to move toward their equilibrium rates by correcting market imperfections, 
countering foreign country currency manipulations, and seeking cooperation among major 
countries in taking coordinated actions as appropriate. 


Approved by the NAM Board of Directors March 9, 2002 
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APPENDIX; 

Companies All Over the United States Are Being Injured 
by the Overvalued Dollar 

Selected Examples Provided by Members of the 
NATIONAL ASSOCIATION OF MANUFACTURERS 

To understand the real extent of the injury being caused to U.S. manufacturers it is necessary 
to look at the effect dollar overvaluation is actually having on individual companies and their 
employees. Many NAM member companies have written to the Treasury Department in 
recent months, urging action to bring relief from the overvalued dollar. Typically they relate 
that after having been competitive in world markets for years, they are now losing their 
foreign business. Many tell of export decreases of 25%, and some have lost almost all their 
export business. 

Some of the letters are from large companies that are world industry leaders. Others are from 
small companies, many of them family-owned. They tell a story of being unable to compete 
not because of a decline in product quality or productivity and not because of any price 
increases in dollar terms - but only because of the rise in the dollar’s value relative to other 
currencies. All of them are losing sales overseas or frnd they can no longer compete against 
imports into the U.S. market. Many of them are having to reduce their workforces. Others 
say they have no choice but to close their U.S. pl^it and start production overseas. This is 
the cost of having an overvalued currency. 

These are not poorly-managed companies. They are not “whiners”. They are among the best 
U.S. manufacturers, and many had built large export markets, won government export 
awards, installed the latest machinery and technology, and proudly sold their American-made 
products around the world. 

Consider, for example, the following excerpts from letters NAM members sent to Secretary 
O’Neill: 

• A small South Dakota firm that has received the President’s “E” and “E-star” awards 
(the highest export excellence awards given by the U.S. government) said “The value 
of the U.S. dollar now makes us uncompetitive in almost all world markets. . .The 
30% change in currency value is making us uncompetitive even in our own home 
market. We are a small business with our only manufacturing facility in South 
Dakota. We have been forced to make substantial layoffs of production and support 
personnel to adjust to this catastrophic problem.” 

• The president of an 82 -year-old Green Bay Wisconsin manufacturing firm that 
exports to 70 countries and also has received the President’s coveted “E” award, 
wrote that, “the strength of the dollar has had a profound effect upon our business, 
especially in the area of employment. 
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A year ago at this time we employed 1,625 people in the Green Bay area. Today that 
number is down by over 500 people. . . As this environment of a strong dollar has 
continued, we have been forced to consider relocating our manufacturing capabilities 
offshore.” 

“Before the rise of the dollar, our exports were 70% of our business. Now exports are 
down to 15%”, wrote a New Iberia, Louisiana capital equipment manufacturer. 

A major U.S. paper company wrote, “In the mid ‘90’s about 10% of U.S. coated 
paper demand was satisfied by imports. . . most of it from Canada. Now, about 25% 
of the demand is satisfied by imports. . . much of it fi’om Scandinavia and Korea. . . 
This isn’t happening due to poor quality, or due to productivity differences or to 
information technology investments. It is a direct result of the disparity between the 
U.S. dollar and the euro and the won.” 

An Ohio machine tool maker wrote about “the devastating impact” of the 
undervalued euro on his company and his industry. “Between 1990 and 1998 our 
exports represented an average of 25% of our total business. In 1 999 exports 
represented only 7% of our bookings and there have been NO export orders in 2000. 
Our employment is down 33 percent.” 

A Kentucky producer of automotive parts related how they had built a business 
exporting to two auto manufacturers in Germany, but as the dollm' appreciated after 
1997, their prices in deutschemarks rose up to 50%. As a result, they have not 
received any new orders from one of their German customers in the last two years. 

To keep their other customer, they are moving production out of the United States. 
“Because of the exchange rate, jobs will be lost at our Kentucky plant,” they wrote. 

A $2 billion medical equipment manufacturer said, “. . .approximately 45% of our 
sales are overseas with a large portion being in Europe. Consequently the strong 
dollar with respect to the euro has caused us significant impact.” If the situation 
remains, they said, “we will seriously consider alternatives . . . that will include 
moving jobs from the United States to foreign locations. Although we do not wish to 
engage in such a move, it may become imperative.” 

“We started exporting our products in 1957 and by the early ‘70’s export accounted 
for between 30% and 50% of our production,” wrote the president of a New Orleans, 
Louisiana, “E-star” aw^d winner. “Our machinery can be found just about any place 
in the world you can think of.” But the overvalued dollar has made the company’s t 
prospects “dismal”, and killed off much of its overseas sales. “Our employment 
topped out at about 1,040 in the mid ‘90’s, but presently stands at about 720”. 
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“Our manufacturing company was founded in 1897 and has met many challenges 
during these years,” wrote a North Carolina company, “but we are not at all sure we 
can contiQue to meet the persistent negative of the overvalued U.S. dollar. Since 
1 998 our exports have decreased substantially. . .the price impact on m^y of our 
products has been 30-35% due to the overvalued dollar.” 

An Indiana maker of veneer machinery had an even more dire story. “The dollar has 
risen almost 30% since 1997. ..foreign companies tell us they wish to buy our 
machinery but cannot afford it with the difference in currency value. Our foreign 
sales have dropped over 90% in the last four years. . .We cannot continue to survive 
without foreign markets, . .We need your help desperately.” 

“We are a proud U.S. manufacturer of hardwood veneer located in Princeton West 
Virginia. . . our 1 90 employees have helped us gain a good reputation as a quality 
supplier to companies in 25 foreign countries.” We are efficient manufacturers with 
some of the newest and most advanced machinery in the world. . but cannot offset the 
nearly 30% price increase due to the value of the dollar”, the company’s president 
said. “Since we export more than 60% of our total production, and most of this to 
Europe, you can imagine the impact the strong dollar is having on our company and 
small West Virginia community.” 

“European competitors who at most were a ‘fly in the ointment’ over the years have 
now entered, with strength, the U.S. market due to the weakening of the euro”, wrote 
a Massachusetts maker of specialty papers. “If something is not done to bring the 
dollar in line with the euro, it is likely that big companies will get smaller and small 
companies will disappear.” 

Typical of many small companies, a Chicago manufacturer informed Secretary 
O’Neill that, “The current strength of the dollar is quite literally putting me out of 
business. When the German mark fell below $.60, 1 lost the business I had exporting 
to Canada. . .now I have lost the ability to manufacture a new part because my 
customer can import the product from Austria. The Austrian schilling is worth six 
cents in U.S. ciurency. If the Austrian schilling were above nine cents, as it was two 
years ago, I would easily have received the order. . . .Since May of 1 998 I have gone 
from 24 employees to currently 1 1 

A Chattanooga, Tennessee, manufacturer said that despite modifying its products to 
meet European standards and hiring export sales personnel, they have been imable to 
keep European customers. “We find ourselves unable to price our products even 
within 30-40% of the price of comparable Europemi or Japanese products. . . Without 
a doubt the reason for our higher prices in the export market is the inflated value of 
the dollar. . . We have had no choice but to cut production and lay off workers.” 
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And a Keokuk, Iowa, producer summed it up, saying he can not compete against a 
Swedish firm that has garnered a huge advantage as the Swedish kroner has gone 
from 7 to J;he dollar to 1 1 to the dollar in the last couple of years: “There is no way on 
God’s green earth you can compete in a global market with that much disparity in 
currency. . .which means more down-sizing and loss of American jobs, not because 
they aiQ not productive, but because of a currency factor which is totally unfair! !” 
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PREPARED STATEMENT OF BOB STALLMAN 

President, American Farm Bureau Federation 
May 1, 2002 

Mr. Chairman, Members of the Committee, I am Bob Stallman, President of the 
American Farm Bureau Federation and a rice and cattle producer from Columbus, 
Texas. AFBF represents more than 5.1 million member families in all 50 States and 
Puerto Rico. Our members produce nearly every type of farm commodity grown in 
America and depend on access to foreign markets for our economic viability. 

We appreciate the opportunity to testify on the importance of the exchange rate 
to U.S. agriculture. Over-valuation of the dollar is one of the most pressing inter- 
national economic problems facing America’s agriculture and manufacturing sectors. 
U.S. farmers and ranchers have been losing export sales for the past 3 years be- 
cause the dollar is pricing our products out of the market — both at home and 
abroad. In addition, the higher exchange rate of the U.S. dollar has resulted in ris- 
ing agricultural imports due to increased purchasing power. The purchasing power 
of the dollar grew 21 percent from 1995 to 2000 in comparison to the exchange rate 
value of those nations that supply food to our country. 

Agriculture is one of the most trade dependent sectors of our economy. Our sector 
has maintained a trade surplus for over two decades, but that surplus is shrinking. 
One of the primary factors affecting our declining trade balance is the strong value 
of the dollar. 

In addition, the value of the dollar has significantly impacted agricultural employ- 
ment. According to a recent USDA study, agricultural employment lost 87,000 jobs 
between fiscal years 1997 and 2000, a period in which the real agricultural ex- 
change rate was rising rapidly and U.S. agricultural exports were stagnant. 

The sharp rise of the dollar since 1995 has reduced our ability to compete in for- 
eign markets. In 1996, U.S. agricultural exports reached a record $60 billion, but 
declined sharply to a low of $49 billion in 1999. This decline came as the U.S. dollar 
strengthened. USDA estimates that 14,300 jobs are lost for every $1 billion decline 
in agricultural exports. The short-term outlook for agricultural exports is not ex- 
pected to improve significantly. Slow United States and global economic growth in 
2001-2002 and a strong U.S. dollar will result in weak prices for the agricultural 
sector, according to USDA. The continued strength of the U.S. dollar will be a pri- 
mary constraint on agricultural export growth. 

We are deeply concerned about countries that engage in currency devaluations in 
order to gain an export advantage for their producers. The real trade-weighted ex- 
change rates for agricultural exports from all of the major competitor countries, in- 
cluding Canada, Australia, Argentina, China, and Malaysia, have exhibited a long- 
term trend of depreciation against the dollar, contrary to market fundamentals. This 
trend has persisted over several decades, leaving it hard to conclude that this is not 
a deliberate monetary policy of these and other governments. 

U.S. agriculture relies on exports for one-quarter of its income. In addition, about 
25 percent of agricultural production in the United States is destined for a foreign 
market. A number of our commodities are highly dependent on trade for a sizable 
portion of their production. Some crops, like walnuts and wheat, about one out of 
two acres is exported. Exports now account for nearly one-quarter of our apple, beef 
and corn production and more than one-third of grapefruit and soybean production. 

As productivity growth of U.S. farms and ranches continues to exceed the growth 
in U.S. population, our dependence on trade will increase. Only 4 percent of the 
world’s consumers live in the United States. It is estimated that 99 percent of the 
growth in the global demand for food over the next 25 years will be in foreign 
markets. 

Our country is also a major importer of food and fiber. The aggregate import 
share of U.S. food consumption has been rising steadily, along with the strength of 
the U.S. dollar. For nearly 20 years, imports accounted for 7.5 percent of total U.S. 
food consumption. The share of imports climbed to 8.6 percent in 1996 and 9.3 per- 
cent in 1999. These jumps in import share coincided with the strong value of the 
dollar and U.S. economic growth. 

With a strong dollar, we have the double challenge of our products being less com- 
petitive in other markets while products from other countries are more competitive 
in U.S. markets. 

In addition, there is a strong relationship between the value of the dollar and the 
domestic price of our commodities. As the value of the dollar rises, foreign buyers 
must spend more of their currency to purchase our exports. This causes foreign buy- 
ers to decrease their consumption of U.S. commodities or buy from our competitors 
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instead. The resulting drop in consumption drives U.S. commodity prices down even 
further. 

Net farm income is not directly tied to the rise and fall of the U.S. exchange rate; 
rather it is the exchange rate that affects the price competitiveness of our exports. 
The resulting change in the volume of trade — increased exports when exchange 
rates are low and decreased exports when exchange rates are high — directly impacts 
farm income. As you know, U.S. agricultural commodity prices are the lowest they 
have been in over two decades. Further price depressions stemming from the strong 
value of the dollar are exacerbating an already dire situation. 

The exchange rate is the single most important determinant of the competitive- 
ness of our exports. Other important determinants of U.S. agricultural export values 
include income growth rates in developing countries, the growth and productivity 
of the foreign agricultural sectors against which we compete, export subsidies use 
by our competitors and weather conditions. 

USDA’s Economic Research Service estimates that movements in exchange rates 
have historically accounted for 25 percent of the change in U.S. agricultural exports. 
The elasticity of export demand for all agricultural products with respect to the 
value of the dollar is 1.38. This means that a 1 percent increase in the value of the 
dollar is associated with a 1.38 percent reduction in the value of U.S. agricultural 
exports. 

The elasticity of export demand for individual agricultural commodities is 1.77, 
thus resulting in a 1.77 percent decline in the export value of specific commodities 
when the U.S. dollar appreciates 1 percent. The export dependency of U.S. agri- 
culture, combined with the highly elastic response of U.S. agricultural export values 
to changes in the exchange rate underscore the need to maintain a stable exchange 
rate policy without overstating the value of the dollar. 

The increasing strength of the dollar, and steady depreciation of the currencies 
of our major export competitors, has had a profound impact on our ability to export. 
In fact, the rising appreciation of the dollar is one of the primary reasons why the 
agricultural economy did not experience the economic prosperity that most other 
sectors of the U.S. economy enjoyed between 1995 and 1999. The dollar’s increased 
purchasing power, and rising U.S. disposable income encouraged Americans to buy 
more imported products, while high prices of U.S. food and agricultural exports, in 
foreign currency terms, discouraged demand for our goods. As a result of the rapidly 
appreciating dollar, our competitors gained an advantage in third-country markets 
over our exports without even adjusting their sales price. 

It is abundantly clear that the strong dollar is severely handicapping our ability 
to compete. Agricultural analysts note that macroeconomic fundamentals point to 
continued weak export performance in the near future. 

For some commodities, the rising value of the dollar has directly contributed to 
the export competitiveness of our foreign rivals. Sharply depreciating currencies 
such as the Canadian and Australian dollars, the European Euro, the Brazilian real 
and the Korean won have enabled our competitors to out-compete us in a number 
of third-country markets. 

The strong dollar is enabling our competitors to expand their production and gain 
market share at our expense. Recent USDA estimates note that U.S. corn export 
sales have fallen 3 percent and wheat shipments 10.5 percent as a result of the ap- 
preciation of the dollar. 

Meats 

Since 1995, the dollar has appreciated 42 percent against the currencies of beef 
producing countries. The rise in red meat imports from 6.4 percent in 1996 to 8.9 
percent in 2000 is explained in part by the strength of the dollar. In addition, the 
recent announcement by McDonald’s to buy imported beef was largely driven by the 
price advantage it faced vis-a-vis its competitors, other U.S. fast food chains that 
have historically used imported beef trimmings. Imported trimmings are cheaper 
than U.S. trimmings due to the strong U.S. dollar. 

Horticultural Products 

During the period 1995-2000, U.S. imports of fruits and nuts jumped 33 percent, 
largely due to the dollar’s 18 percent gain with respect to the currencies of foreign 
suppliers of these commodities to the United States. The dollar rose only 3 percent 
against currencies of foreign vegetable importers to the United States. The apprecia- 
tion of the Mexican peso in price adjusted terms helped to mitigate the strength of 
the dollar against the currency of Mexico, the country that supplies the majority of 
U.S. vegetable imports. 

A Farm Bureau-commissioned study documented the impact of the exchange rate 
on corn, wheat, soybeans, and melons. 
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Corn 

United States corn prices in Japan have been affected by adverse exchange rate 
movements. The U.S. landed corn price decreased from $3.64/bu in 1995 to $3.31/ 
bu in 1998. The United States dollar appreciated 39 percent relative to the Japanese 
yen, from ¥94.23/$ to ¥130.81/$. The yen price of U.S. corn increased from ¥343/bu 
to ¥4331bu, an increase of 26 percent even though the U.S. dollar price had declined 
9.1 percent. United States exports of corn to Japan fell 11.3 percent, from 16 mmt 
to 14.2 mmt. 

Wheat 

Exchange rates had similar impacts on the Mexican wheat market. Between 1995 
and 1999, the price of United States wheat delivered to Mexico declined from $3.95/ 
bu to $3.20/bu. The United States dollar appreciated 48 percent relative to the Mexi- 
can peso (NP) during this period from NP6.45/$ to NP9.58/$. This appreciation led 
to a 20 percent increase in the peso price of U.S. wheat from NP25.46/bu to 
NP30.64/bu, though the U.S. dollar price of wheat declined 19 percent. However, 
even with higher prices in peso terms, the volume of United States wheat exports 
to Mexico rose significantly during this time, from 791,000 mt to 1.8 mmt (130 per- 
cent). This contrasts with the Japanese results for two main reasons. First, Japan 
is a mature market with an established demand, extremely sensitive to price and 
geographically distant from major grain suppliers. Second, the growth of the Mexi- 
can market, coupled with its proximity to United States suppliers, has more than 
compensated for the increase in peso wheat prices. 

Soybeans 

Between 1996 and 1998 the U.S. average annual farm price for soybeans declined 
from $7. 27/bushel (bu) to $5.93/bu, an 18.5 percent drop. Over the same period, the 
United States dollar appreciated 20 percent relative to the Japanese yen, going from 
¥108.81/$ to ¥130.82/$. When the yen price of United States soybeans landed in 
Japan is compared over this period of time it is important to note that the price 
of U.S. soybeans in dollars fell from $9.09/bu to $8.16/bu, but in yen the landed 
price actually increased from ¥989/bu to ¥l,068/bu, an increase of 8 percent. The cost 
of United States soybeans to Japanese buyers increased primarily due to the appre- 
ciation of the United States dollar even though United States prices had fallen sig- 
nificantly. The result was higher priced United States soybeans in Japan when com- 
pared to soybeans from Brazil, which fell from ¥986/bu to ¥958/bu, allowing Bra- 
zilian soybeans to be sold in Japan for about $1.00/bu less than United States soy- 
beans. United States soybean exports to Japan declined during this period from 3.9 
million metric tons (mmt) to 3.7 mmt (200,000 mt, or 5 percent), while exports from 
Brazil increased from 379,000 mt to 524,000 mt (145,000 mt, or 38 percent). 

Poultry 

Recent empirical evidence supports the strong relationship between exchange 
rates and agricultural trade. Kapombe and Colyer ^ found that a 1 percent increase 
in the Japanese yen-United States dollar exchange rate led to a .96 reduction in 
Japanese demand for United States broilers. In addition, they also found that a 
1 percent increase in the Hong Kong-United States exchange rate resulted in a .56 
percent decline in Hong Kong demand for United States broilers, while a similar 
change in the Mexican peso — United States dollar exchange rate led to a .58 drop 
in Mexican demand. 

Melons 

Other empirical studies have also documented the importance of the Mexican 
peso-United States dollar exchange rate in influencing United States imports of 
melons (Espinosa-Arellano, Fuller, and Malaga).^ Their results suggest that the 
1994—1995 Mexican peso devaluation increased United States imports of water- 
melon, honeydew, and cantaloupe by 36, 18 and 4 percent, respectively in the short 
run. In fact, a survey of historical empirical literature since the early 1970’s has re- 
vealed that in 32 separate studies of the role of exchange rates on U.S. agricultural 


1 Kapombe, C.M. and D. Coyler. “A Structural Time Series Analysis of U.S. Broiler Exports.” 
American Journal of Agricultural Economics, 21 (December 1999): 295-307. 

2 Espinosa-Arellano, J.J., S. Fuller and J. Malaga. “Analysis of Forces Affecting Competitive- 
ness of Mexico in Supplying U.S. Winter Melon Market.” International Food and Agribusiness 
Management Review 1, No. 4 (1998): 495—507. 
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trade, the exchange rate was found to he an important explanatory variable in 24 
of the studies (Kristinek).^ 

Conclusion 

American farmers are the most productive in the world. However, the comparative 
advantages that our producers generally enjoy, abundant, fertile natural resources, 
access to high-quality inputs and technology, for example, are mitigated by the ris- 
ing appreciation of the dollar. The strong value of the dollar has, in many instances, 
shut our exports out of foreign markets and increased import competition in the 
U.S. market. 

In short, U.S. agriculture is part of a worldwide food production system. We do 
not advocate isolation as a means to shield our sector from the economic forces that 
shape world trade. However, we cannot effectively plan our farming and ranching 
enterprises in a world where exchange rates suddenly depreciate by 50 percent, as 
happened with the Mexican peso in late 1994, or shift more slowly, such as the 50 
percent decline in the Brazilian real from 1995 to 2000. 

Exchange rate issues are certain to increase in importance as U.S. agriculture 
produces more for export markets and U.S. food and fiber markets become more 
open to imports. If these issues are not resolved by macroeconomic policies, there 
will be continued pressure to find solutions in traditional farm policies. 

Effective long-range financial planning at the farm and ranch level and the over- 
all economic health of U.S. agriculture depends on more stable exchange rates that 
do not overvalue the U.S. dollar against our competitors’ currencies. 


^Kristinek, Jennifer. “The Impact of Exchange Rates of Beef and Cattle Trade in North Amer- 
ica.” Texas A&M University, 2001. 
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Selected Exchange Rate Indices, Foreign Currency AJ.S. Dollar 

Exchange Rate Index, 1995=100 



Federal Reserve Bank, St. Louis 


Selected Exchange Rate Indices, Foreign Currency/U.S. Dollar 



Federal Reserve Bank, SL Louis. Prior to 1999 the euro was the ECU. 
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PREPARED STATEMENT OF C. FRED BERGSTEN 

Director, Institute of International Economics 
May 1, 2002 

The Rise of the Dollar 

Since hitting its all-time lows in early 1995, the dollar has risen by a trade- 
weighted average of 40-60 percent in real terms against larger and smaller baskets 
of currencies of its trading partners. It has climbed by well over 60 percent against 
the yen and the European currencies. It could rise considerably further over the 
next year if the United States continues to recover more quickly and more robustly 
than Europe and Japan (or anybody else) from last year’s worldwide slowdown, as 
is quite likely. 

Every rise of 1 percent in the trade-weighted dollar produces a rise of at least $10 
billion in the U.S. current account deficit.^ Hence the currency’s appreciation over 
the past 7 years accounts for a large share of the total external imbalance, which 
will probably approximate $500 billion this year and be close to 5 percent of GDP, 
entering the traditional “danger zone” where the United States and other OECD 
countries have traditionally experienced correction of their external deficits.^ The 
deficits rose at an average rate of $100 billion (or over 50 percent) per year during 
the late 1990’s, an explosive and obviously unsustainable path that may now have 
resumed. They dropped back to annual rates closer to $400 billion during 2001, with 
the drop in U.S. economic growth and hence import levels, but rose again sharply 
in the first quarter of this year (and in fact subtracted 1.2 percentage points from 
our economic growth in that period). 

Our latest projections at the Institute for International Economics suggest that, 
absent any corrective action, the U.S. current account deficit will rise to 7 percent 
of GDP by 2006 (about $800 billion). ^ The previous sharp falls in the dollar, which 
have occurred about once per decade since the early 1970’s, were triggered by exter- 
nal imbalances that never even reached 4 percent of GDP. Our latest calculation 
is that the dollar is overvalued in trade terms by 20-26 percent, i.e., a depreciation 
of that magnitude would reduce the current account deficit to the level of around 
2-2 V 2 percent of GDP that is likely to prove sustainable over the longer run."^ 

These annual imbalances add to the negative net international investment posi- 
tion of the United States, which reached $2.2 trillion at the end of 2000 as a cumu- 
lative result of the deficits of the past 20 years. As recently as 1980, the United 
States was the world’s largest creditor country. It has now been the world’s largest 
debtor for some time. Its negative international investment position is rising by 20- 
26 percent per year. This trajectory too is clearly unsustainable. 

The Impact of the Strong Dollar 

These external deficits and debts levy several significant costs on the United 
States: 

• Over the longer run, they mean that we will pay rising annual amounts of debt 
service to the rest of the world with a consequent decline in our national income. 
These payouts are surprisingly small so far, amounting to only about $14 billion 
in 2001, because foreign investment by Americans yields a substantially higher 
return than foreigners’ investments here. However, the numbers are clearly nega- 
tive and will become substantially larger over time. 

• In the short run, any increases in the deficit subtract from our gross domestic 
product. Export output falls and domestic demand that could be met by domestic 
output is instead satisfied by higher imports. U.S. output and employment suffer 
as a result and must be of concern unless the economy is at full employment be- 
cause of booming domestic demand, as in the late 1990’s (on which, see more 
below) but not now. Since most of our goods trade is in manufactured products, 
the deterioration of the trade balance has contributed substantially to the large. 


1 William R. Cline, American Trade Adjustment: The Global Impact, Policy Analyses in Inter- 
national Economics 26, Washington: Institute for International Economics, 1989. 

2 See Catherine L. Mann, Is the U.S. Trade Deficit Sustainable?, Washington: Institute for 
International Economics, September 1999, especially pp. 156-57, and Caroline Freund “Current 
Account Adjustment in Industrial Countries” International Finance Discussion Papers 692: Fed- 
eral Reserve Board of Governors, December 2001. 

3 Catherine L. Mann, “How Long the Strong Dollar?” Institute for International Economics, 
March 2002. 

Simon Wren-Lewis, Exchange Rates for the Dollar, Yen and Euro, International Economics 
Policy Brief 98-3, Institute for International Economics, Washington, July 1998. The Inter- 
national Monetary Fund has publicly expressed a similar view, e.g., in its World Economic Out- 
look of May 2001. 
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and perhaps permanent, loss of emplo 3 Tnent in that high-pajdng sector — whose 
wages average 13 percent higher and benefits average close to 40 percent higher 
than for the manufacturing sector as a whole.® 

• At almost any time, markets could decide that the deficits and debt are 
unsustainable and reduce their new investments in dollars sufficiently to drive 
the exchange rate down sharply. The United States must attract about $2 billion 
of net capital inflow every working day to finance the deficits at their current 
level. Since gross U.S. capital outflows have been running about as large as the 
current account deficit, our gross capital inflows must average about $4 billion per 
working day — and totaled about $1 trillion in 2000. Any decline in the level of 
these inflows, let alone their reversal via a selloff from the $10 trillion of out- 
standing dollar holdings of foreigners, would produce increases in the U.S. price 
level and higher interest rates (and almost certainly a fall in the stock market 
as well). This “triple whammy” would severely hurt the U.S. economy.® 

• In terms of domestic policy, large external deficits and the overvalued dollar that 
produces them have been the most accurate leading indicator of resistance to trade 
liberalization throughout the postwar period. Paul Volcker has recently noted, for 
example, the correlation between the roughly 30 percent tariffs on steel just im- 
posed by President Bush and the decline of roughly 30 percent in the value of the 
Euro since its creation in 1999. The deficits generated relatively little concern in 
the late 1990’s, because growth was so strong and unemployment so low, but are 
clearly doing so now as indicated by the other statements to the Committee this 
morning. Antitrade pressures will almost certainly rise again if the economy fails 
to resume rapid growth on a sustained basis and especially if unemployment fails 
to fall much from its current levels. 

• It should also be noted that a disorderly correction of the dollar’s overvaluation 
would produce major foreign policy problems, especially with Europe. A decline of 
20-25 percent in the average value of the dollar would require a much larger de- 
cline against the Euro because the currencies of many of our closest trading part- 
ners (such as Canada and Mexico) would fall at least part of the way with the 
dollar itself. A complete dollar correction would in fact require the Euro to rise 
well beyond its initial starting point in 1999 and more than 30 percent above cur- 
rent levels. This would sharply reduce Europe’s competitive position and trigger 
major complaints there, deeply exacerbating the transatlantic trade conflict that 
is already so severe.^ 

At the same time, it must be recognized that the external deficits and dollar ap- 
preciation provided important benefits to the U.S. economy during the boom period 
of the late 1990’s. With growth at 5-6 percent in those years, and unemployment 
falling to a 30 year low of 4 percent, the sharp rise in net imports and the climb 
in the dollar itself helped to dampen inflationary pressures. The capital inflows that 
financed the deficit funded part of our investment boom and held interest rates in 
check, permitting monetary policy to accommodate the rapid growth. Under such 
circumstances, the “strong dollar” policy enunciated by the Clinton Administration 
(though never defined nor made operational) was defensible.® 

No such defense is possible under current circumstances, however. The economic 
slowdown and rise in unemployment in 2000-2001 underlined the costs of the exter- 
nal deficit. The absence of inflationary pressure obviates the chief benefit of large 
net imports. The sharp reduction in interest rates over the past year reduces the 
need for large capital inflows. Investment is now limited by excess capacity and lag- 
ging demand, rather than by any shortage of capital, so that particular benefit of 
the earlier inflows has largely disappeared. 

It is thus stunning that Secretary O’Neill, in an interview published on March 15, 
suggested that the current account deficit is “a meaningless concept” and that “the 
only reason I pay attention to it at all is because there are so many people who 
mistakenly do” — a very different view that he expressed as CEO of International 
Paper in the middle 1980’s when the dollar was also hugely overvalued and he could 
observe its impact directly. Similar statements of “benign neglect” by his prede- 
cessor Secretary Donald Regan (and especially Under Secretary Beryl Sprinkle) in 
the first Reagan Administration turned out to be so wrong, and so costly for the 
economy, that they had to be totally reversed by the second Reagan Administration 


® Howard Lewis, III and J. David Richardson, Why Global Commitment Really Matters! Insti- 
tute for International Economics, October 2001. 

®For a more optimistic view, see Richard N. Cooper, Is the U.S. Current Account Deficit Sus- 
tainable? Will It Be Sustained? Brookings Papers on Economic Activity 2001:1, pp. 217-26. 

Fred Bergsten, “The Need for A TransAtlantic G— 2,” The Washington Post, April 2002. 
®C. Fred Bergsten, “Strong Dollar, Weak Policy,” The International Economy, July/ August 
2001 and “Ducking a Dollar Crisis,” The International Economy, September/Octoher 2001. 
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via the Plaza Accord in 1985 to drive the dollar down by 50 percent over the suc- 
ceeding 2 years. 

A New Dollar Policy 

It is thus time for a change in the dollar policy of the United States. There is no 
basis for maintaining the “strong dollar” mantra of the prior boom period. At a min- 
imum, the United States and its G-7 partners should “lean against the wind” of any 
renewed dollar appreciation to keep the problem from getting worse. Indeed, they 
should now begin easing the dhllar down toward its long-run equilibrium level 
through a combination of altered rhetoric and direct intervention to support other 
currencies, especially the Euro. 

The new policy should also make clear to other eountries that the United States 
will not accept any efforts to eompetitively depreciate their eurreneies against the dol- 
lar. This dimension is particularly needed because Japan intervened massively last 
fall, once again, to keep the yen from rising as documented in the Treasury’s latest 
Report to Congress on International Economic and Exchange Rate Policy. After halt- 
ing the yen’s rise, at about 116:1 against the dollar, the Japanese then actively 
talked it down to about 135:1. This latest episode of competitive depreciation of the 
yen apparently ended in January but it clearly had a major impact in the currency’s 
level that persists today. 

The Japanese characterized this intervention as part of an effort to combat defla- 
tion by pumping more yen into their economy. However, there are many other as- 
sets that the Bank of Japan could buy to expand domestic liquidity — even if one 
thought that doing so could be effective when demand for money is so low due to 
the depressed state of the Japanese economy. Moreover, it appears that the Bank 
of Japan sterilized the monetary effects of the currency intervention (as usual) so 
it made little or no contribution toward easing monetary conditions anyway. 

The more plausible explanation of the intervention is that Japan was once again 
seeking to export its domestic economic problems to the rest of the world, as it has 
done on numerous occasions in the past. One can readily sympathize with Japan’s 
plight, in light of its economy’s “decade of decline” and the failure of so many of 
its efforts to use traditional monetary and fiscal instruments to restore growth.® 
One might even countenance a temporary decline in the yen that resulted from 
implementation of needed reforms in Japan, as suggested by the Administration 
during its early days. 

But the renewed rise of Japan’s trade surplus that is already evident will ease 
pressure on the country to take the decisive steps needed to deal with the huge 
problems of its banking system — the fundamental requirement to get its economy 
back on track — and cannot be accepted as an alternative to such reforms. Moreover, 
especially in the context of last year’s global economic slowdown, any such exporting 
of Japan’s problems to other countries is highly inappropriate and must be re- 
sisted — through all the relevant multilateral forums, notably the IMF and G-7, as 
well as bilaterally by the United States. i® It is thus disturbing that the new Treas- 
ury Report ignores the problem even after identifying and acknowledging the exist- 
ence of the massive intervention last fall, and indeed implies that it was somehow 
related to the terrorist attacks of September 11 and thus excusable. 

On the broader issue of U.S. currency policy, it is encouraging that neither Sec- 
retary O’Neill nor any other Administration offieial has repeated the “strong dollar” 
rhetoric since September 11, or even for some time before. Though the Treasury de- 
nies that there has been any change in policy, the absence of “strong dollar” lan- 
guage is promising. The Administration should now substitute advocacy of a “sound 
dollar,” or some equivalent, to signal a substantive ehange in attitude. 

The presumed reason for the Administration’s reluctance to embrace such a shift 
is a fear that the dollar could then shift course abruptly and go into a sharp decline 
that would trigger some of the deleterious consequences cited above. There is little 
risk of any such “free fall” for the foreseeable future, however, in light of the far 
stronger fundamentals of the United States economy (vis-a-vis both Europe and 
Japan) that have in fact held the dollar so high for so long. The dollar in fact re- 
mained quite strong during 2000-2001 despite the sharp falls in U.S. economic 
growth, interest rates, and equity prices — all of which would have traditionally been 
expected to produce a depreciation of the exchange rate. At the same time, there 
are no foreseeable sharp pickups in Europe or Japan (or anywhere else) that would 


®Adam Posen, Restoring Japan’s Economic Growth, Washington: Institute for International 
Economics, 1998. 

i®C. Fred Bergsten, Marcus Noland and Takatoshi Ito, No More Bashing: Building a New 
Japan — United States Economic Relationship, Washington: Institute for International Econom- 
ics, 2001. 
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pull large amounts of investment away from the United States. Hence this is an ex- 
cellent time to start easing the dollar down toward its sustainable equilibrium level, 
especially as it has already fallen by 3-4 percent over the past few months and that 
“leaning with the wind” is most likely to be effective. 

The worst policy course is to wait until the inevitable change in economic fortunes, 
whenever it comes, triggers a shift in market sentiment against the dollar. Coming 
on top of the huge underlying imbalance, such an alteration of investor views could 
indeed trigger a very sharp fall in our currency and a “hard landing” for the econ- 
omy. There is in fact a third factor that could then also kick in and make the ensu- 
ing adjustment even nastier: The likely structural portfolio shift into Euros that will 
almost certainly occur at some point due to the likelihood that that currency, based 
on an economy as large as the United States and with even greater trade, will move 
up alongside the dollar as a global key currency. 

The risk of maintaining the Administration’s policy of “benign neglect” would be 
substantially increased if the likely strong recovery of our economy over the next year 
or so were to trigger a renewed appreciation of the currency that, in combination 
with the growth pickup itself, would send our external deficits soaring even fur- 
ther.12 Under such circumstances, continuation of the “strong dollar” rhetoric would 
be particularly inappropriate because it would encourage an even greater rise in the 
currency’s overvaluation. It would be a huge mistake to let the dollar rise to levels 
from which it would be even more certain to come crashing down. 

Such a situation would be reminiscent of what actually occurred in 1984-1985. 
Even after the “Reagan dollar” had risen by about 25 percent in 1981-1983, and 
already shifted the U.S. current account from balance in 1980 toward a deficit of 
over $100 billion, the dollar rose by another 25 percent or so in what all subsequent 
analysts have characterized as a purely “speculative bubble.” The Reagan Adminis- 
tration itself was then forced to engineer the Plaza Accord in September 1985 to 
drive the dollar down by more than 50 percent against the other main currencies 
by the end of 1987. 

There are of course those who doubt the effectiveness of sterilized intervention in 
the currency markets. Such a view ignores the fact that all three cases of interven- 
tion by the RubinSummers Treasury worked in textbook fashion. Joint United 
States-Japan intervention stopped and reversed the excessive strengthening of the 
yen in 1995. Similar intervention stopped and sharply reversed the excessive weak- 
ening of the yen in 1998. Joint U.S.-EU intervention in late 2000 stopped the slide 
of the Euro and prompted a 10 percent rebound. But the best evidence comes from 
the Administration itself: Why is it so afraid to alter the “strong dollar” mantra if 
it believes there would be no impact from doing so? Does anyone really think that 
the dollar would fail to decline toward a more desirable level if Secretary O’Neill 
and his G-7 colleagues were to start calling for such a correction? An effective alter- 
native policy is clearly available. 

We also know that currency depreciation, supported by sound domestic policies, 
produces the desired changes in current account balances with a lag of 2 or 3 years. 
The large dollar decline of 1985-1987, for example, led to virtual elimination of the 
U.S. current account deficit in the early 1990’s. The sharp appreciation of the yen 
produced a similar correction in the Japanese surplus. 

Hence there is a strong case for a new U.S. policy toward the dollar. Virtually 
every sector of the economy is now calling for such a change, as indicated at this 
hearing: The business community through the National Association of Manufactur- 
ers, labor through the AFL-CIO, agriculture through the American Farm Bureau. 
Important parts of Wall Street, including former Fed Chairman Paul Volcker and 
the chief economist of Goldman Sachs, have issued similar calls. It is time for the 
Administration to change its policy toward the dollar, to improve the prospects for 
the U.S. economy and U.S. trade policy, and to reduce the risks of the much more 
severe adjustment that will inevitably hammer us later if it continues to ignore the 
problem. 


Fred Bergsten, “The Dollar and the Euro,” Foreign Affairs, July/August 1997. 

The sharp reduction in the U.S. budget surplus, resulting from the tax cuts of early 2001 
and the post-September 11 stimulus package, further enhances the prospect of larger trade defi- 
cits via a strong dollar. The fall in the surplus means that Government saving will decline 
sharply, by perhaps 2—3 percent of GDP, and that an equivalent amount of additional foreign 
capital will have to be imported — implying a similar jump in the trade deficit — unless private 
saving were to rise by a like amount, which is not only unlikely but also undesirable since the 
goal of the stimulus efforts is to promote increased consumer demand and thus a restoration 
of rapid economic growth. See C. Fred Bergsten, “Can the United States Afford the Tax Cuts 
of 2001?” American Economic Association, January 5, 2002. 
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Thank you, Mr. Chairman, for this opportunity to appear before your Committee 
to address the impact of the dollar on the U.S. balance of trade, economic growth, 
and long-term economic stability. I will focus my presentation heavily on one par- 
ticularly disturbing aspect of the trade deficit, namely currency manipulation to 
commercial advantage by some trading partners, and in particular by China, the na- 
tion with whom we have the largest and most lopsided trade deficit. To put this 
issue in broader context, however, I begin with brief comments on three basic con- 
cerns I have about the chronic and very large overall U.S. trade deficit. 

Three Basic Concerns About the Trade Deficit 

The first, most immediate concern, is the impact of a larger trade deficit on U.S. 
economic recovery this year and next. The U.S. trade deficit was $345 billion in 
2001, and could rise sharply to $400 billion or more this year, as a result of a faster 
initial rate of economic recovery in the United States compared with our major trad- 
ing partners and the time-lagged adverse trade impact of the strengthening of the 
dollar over the past 2 years. More than 80 percent of the deficit — in the order of 
$350 billion this year — will fall on the manufacturing sector, which has been hard- 
est hit by the economic slump of the past 18 months. U.S. manufacturing industry, 
through new product innovation and capital investment, is the engine for overall 
growth in the U.S. economy, and a major increase in the trade deficit for manufac- 
tures could be the Achilles’ heel for tbe hoped-for strong rebound in such produc- 
tivity-enhancing investment and sustained overall growth. 

The second, somewhat longer term concern, is that the longer we maintain a trade 
deficit — or more precisely current account deficit — in the prospective order of 5-6 
percent of GDP, the larger becomes the U.S. international debtor position, and the 
greater becomes the likelihood of a more disruptive “hard landing” for the dollar and 
the U.S. economy when the inevitable downward adjustment on trade account fi- 
nally occurs. The chronic trade deficit has transformed the United States from the 
largest net creditor nation in the mid-1980’s to the unprecedented largest net debtor 
nation approaching $3 trillion of net foreign debt today, projected to $5 trillion by 
mid-decade. There is near consensus that this foreign debt accumulation course is 
unsustainable and the question is rather how and when we will confront the point 
of unsustainability. I believe an earlier downward adjustment in the trade deficit — 
which would entail a depreciation of the dollar exchange rate by perhaps 10-20 per- 
cent — would be less disruptive and better for longer term economic stability, in the 
United States and for the world economy, than a prolonged further debt buildup 
until financial markets finally react against the dollar under the cloud of a $5 tril- 
lion U.S. foreign debt. 

My third and even longer term — but no less important — concern about the trade 
deficit and the consequent buildup of foreign debt is the social inequity we are im- 
posing on our children and grandchildren. A current account deficit of $500 bil- 
lion per year means we are living beyond our means by roughly 5 percent of GDP, 
mostly for immediate personal consumption and to a lesser extent for investment.'^ 
This consumer binge is being paid for through foreign borrowing comparable to the 
current account deficit, and tbe resulting $3-$5 trillion buildup of foreign debt is 
being left to our children and grandchildren to service indefinitely or to pay off fully 
in principal. With a younger generation of Americans already concerned about pay- 
ing rising Social Security and Medicare commitments to the current older genera- 
tion, the foreign debt buildup is one more intergenerational income transfer being 
undertaken essentially by stealth. 

These are my three principal concerns about the trade deficit. As to what we can 
or should do to reduce the deficit, there are two principal remedies. The first is to 
increase domestic savings, thereby reducing the need to borrow abroad, about which 
there is more in the concluding section of this presentation. The second and more 
immediate way to reduce the trade deficit is to restrain others from “manipulating” 
their exchange rates to commercial advantage. 


'Actually, about 80 percent consumption and 20 percent investment. For a full explanation 
of this important yet often misunderstood relationship, see Ernest H. Preeg, The Trade Deficit, 
the Dollar, and the U.S. National Interest (Hudson Institute, 2000), Chapter 4; a briefer expla- 
nation by the author is in “A rose-tinted view of the deficit,” Financial Times, June 22, 2000. 
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U.S. Benign Neglect of Currency Manipulation by Others 

We currently have a predominantly floating exchange rate international financial 
system. The United States has a basically free float policy, with official market 
intervention rare and in only token amounts. The EU, Canada, and Mexico have 
similarly followed a free float during the past several years. Others, however, 
particularly in East Asia, implement a heavily managed float through large scale 
official purchases of foreign exchange, principally dollars, in order to keep their 
exchange rates lower than they would be subject to market forces alone, and 
consequently to push the dollar higher. This managed approach is “mercantilist” in 
that the objective is to maintain a large trade surplus as a matter of national policy, 
and the result for the United States is a trade deficit larger than it would be based 
on market forces alone. 

Article IV of the IMF Articles of Agreement states that members shall, “avoid ma- 
nipulating exchange rates to gain an unfair competitive advantage,” and, under IMF 
surveillance procedures, a principal indicator of such manipulation is “protracted 
large scale intervention in one direction in the exchange market.” Protracted pur- 
chases of dollars by certain East Asian central banks would thus clearly qualify as 
currency manipulation, under the IMF definition, but the U.S. Treasury has rarely 
raised the issue, preferring a policy of benign neglect. 

Japan, the largest trade surplus nation in the world, is an outstanding example 
of such currency manipulation, with $250 billion of official foreign exchange pur- 
chases (almost all dollars) since 1995, including $33 billion in September and Octo- 
ber 2001 alone when market forces were putting upward pressure on the yen. The 
yen, meanwhile, declined by 15 percent vis-a-vis the dollar during 2001. South 
Korea is another more recent example of such currency manipulation. The Korean 
central bank bought $9 billion of foreign exchange during 2001 while the nation 
recorded a $9 billion trade surplus. In effect, the central bank purchases entirely 
offset any upward pressure on the won from the trade surplus, and the Korean 
currency, in fact, depreciated 5 percent against the dollar during the year. 

This form of currency manipulation does not, of course, explain all of the strength- 
ening of the dollar vis-a-vis these currencies in recent years, but currency traders 
know that the central banks involved will not let their currencies strengthen signifi- 
cantly, and therefore they hold back speculative purchases even when market condi- 
tions would otherwise indicate a currency appreciation. It is also noteworthy that 
the relevant indicators involved are net figures, whether for central bank interven- 
tion, trade flows, or capital market transactions, and on this basis the net purchases 
of foreign exchange by the Bank of Japan in recent years have probably held the 
yen at a significantly lower level than would have prevailed based on market forces 
alone. And consequently, Japan has likewise maintained a significantly larger trade 
surplus with the United States, especially in price-sensitive industries such as the 
automotive sector. 

The Uniquely Powerful Chinese Currency Manipulation 

Chinese exchange rate policy is an important special case which spells currency 
manipulation in a different way. The Chinese currency has a fixed rate to the dollar 
but is nonconvertible on capital account. Over the past year, there has been a $25 
billion trade surplus, a $45 billion net inflow of foreign direct investment — which 
also puts upward market pressures on the exchange rate — and over $50 billion of 
central bank purchases of foreign exchange. In this case, the central bank purchases 
offset almost three-quarters of market-generated upward pressure on the yuan from 
the trade surplus and the FDI inflow combined. Moreover, these official foreign 
exchange purchases may have been even larger except for an unfolding financial 
scandal involving billions of dollars of missing reserves.^ 

Based on the IMF definition, China has clearly been manipulating its currency 
for mercantilist purposes. The Bank of China has made protracted large scale pur- 
chases of foreign exchange — $150 billion since 1995 — in order to maintain a large 
trade surplus as an offset to poor growth performance in the domestic economy. A 
direct measure of the manipulation is not possible because of the nonconvertible 
fixed exchange rate. There is no doubt, however, that if the central bank had not 
purchased $50 billion in 2001, there would have been strong upward pressures on 
the yuan in formal and informal markets. The bottom line is that the Chinese yuan 
is substantially undervalued and should certainly not be devalued as the Chinese 
government occasionally threatens to do. 


2 See the Financial Times, January 16, 2002, “Banker’s fall throws spotlight on China’s miss- 
ing billions.” 
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The Benefits and Costs of Chinese Currency Manipulation 

The unique form of Chinese currency manipulation provides a mix of benefits and 
costs for China and for the United States. The most direct result is a larger trade 
surplus for China, which means more export-oriented jobs in the Chinese economy. 
From the United States point of view, of course, it means a larger trade deficit with 
China and the loss of export-oriented and import-competing jobs. In 2001, United 
States imports from China were $102 billion, or more than five times larger than 
the $19 billion of United States exports to China. 

One problem for China in implementing currency manipulation through a fixed 
but nonconvertible exchange rate is that it creates breathtaking opportunities for 
official corruption, as noted above. A floating rate, however heavily managed, would 
do the manipulation job more efficiently, as it does for Japan, and China will, for 
this and other reasons, likely move in this direction as its economy becomes progres- 
sively more open to international trade and investment. 

Additional benefits to China from its cumulative purchase of foreign exchange 
accrue in other areas of foreign policy. With $220 billion of ready cash in the cen- 
tral bank — far greater than any measure of “adequate” reserves for commercial 
purposes 3 — Chinese purchases of weapons and other military equipment abroad, 
as regularly received from Russia, in particular, can be made without financial 
constraint. 

A similar conclusion can and should be drawn about China as an economic aid 
“graduate.” There is no longer any justification for China to receive several billion 
dollars per year in long-term loans on favorable terms from the World Bank, the 
Asian Development Bank, and some bilateral donors, when there are $220 billion 
of unutilized funds stashed away in the Central Bank. And yet the development 
banks continue to lend large sums to China! 

Another geo-economic advantage to China from its large reserves is the ability to 
offer concessionary trade and investment finance to other Asian nations, particu- 
larly in Southeast Asia, as a means of strengthening Chinese economic engagement 
in the region at the expense of the United States. Some first steps along these lines 
have been taken together with Japan, to weaken “United States economic hegem- 
ony,” and such trade-related incentives will likely be expanded in support of the re- 
cent Chinese initiative for a free trade arrangement with the Association of South- 
east Asian Nations (ASEAN). 

Finally, and more speculatively, China at some future point could use its official 
dollar holdings as foreign policy leverage against the United States by threatening 
to sell large quantities of dollars on the market, or merely shift its reserves away 
from dollars and into Euros and yen. This will not happen anytime soon because 
the result would be a decline in the dollar and an adverse impact on Chinese 
exports. At some future point, however, if China were to become less dependent 
on exports to the United States for economic growth, such a threat could become 
credible. For example, the threat of substantial Chinese sales of dollars, with its im- 
plications for a disruptive decline in the dollar and the U.S. stock market, especially 
during a downward phase in the U.S. economy and/or an election year, could influ- 
ence the course of U.S. policy toward Taiwan. Chinese military officers, in fact, in 
their studies of nonconventional defense strategies, include reference to George 
Soros and his attack on the British pound in 1992 as a template for disrupting a 
rival’s (i.e., the United States) economic system. 

Thus, the Chinese currency manipulation is very real and substantial, with wide- 
ranging implications, and it deserves, as a policy response, something more than the 
total official neglect it has received up to this point. 

A Long Overdue Poliey Response 

The United States should adopt a clear and forceful strategy for reducing its 
chronically large external deficit. Indeed, such an initiative is long overdue. 

The first step in such a strategy would be to have frank discussions with major 
trading partners as to why it is a mutual interest to reduce current imbalances on 
current account. These consultations could take place within the G-7 finance min- 
isters’ framework and with key trading partners, including China, Mexico, and 
South Korea. 

The substance of the strategy should begin with a joint commitment to a free or 
very lightly managed floating exchange rate relationship, except for those nations 
engaged in full monetary union. Within this international financial framework, the 
macroeconomic response would be for the United States to take steps to increase 
its domestic savings while other, large trade surplus countries would take cor- 


^The World Bank rule of thumb for adequate reserves is 25 percent of annual imports; China 
and Japan now have foreign exchange reserves of approximately 100 percent of annual imports. 
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responding steps to increase domestic consumption. These domestic steps would 
force adjustment in the trade imbalances, in large part through downward move- 
ment of the dollar exchange rate. 

The U.S. policy objective for the exchange rate would consequently change from 
current categoric support for a strong dollar to a neutral reliance on market forces 
to establish the rate, with the expectation of some downward adjustment of the 
dollar in parallel with a declining trade deficit. Such a United States stated objec- 
tive, in conjunction with complementary statements by major trading partners, 
would, in itself, likely lead to some decline in the dollar and the beginning of the 
trade adjustment process. 

Another immediate objective should be to restrain others from further currency 
manipulation to competitive advantage. This could be done through G— 7 and bilat- 
eral discussions and, in parallel, more formal consultations within the IMF. The 
point of departure would be that nations with persistently large trade surpluses — 
and even more so if they have large FDI inflows as well — should cease official pur- 
chases of foreign exchange or any other actions that would maintain their currencies 
below market-determined levels. A joint announcement to this effect should further 
influence financial market behavior, with upward pressures on floating currencies 
that have recently been subject to substantial manipulation, such as the yen and 
the Korean won, and corresponding downward movement of the dollar. 

China, once again, is an important special case in view of its nonconvertible fixed 
rate to the dollar, and should thus be given a very high priority for bilateral con- 
sultations. The mutual interest in reducing the extremely lopsided bilateral trade 
account should be assessed in detail, starting with the question as to why China 
has such a large trade surplus with the United States and moderate trade deficits 
with most other trading partners. A United States request to China to cease official 
foreign exchange purchases and to adjust its fixed rate upward would define the im- 
mediate United States objectives. The longer term transition of China toward a fully 
convertible, floating rate relationship with the dollar should also be examined seri- 
ously, as a mutual interest, and as the best way to avoid trade conflict resulting 
from further unjustified Chinese currency manipulation. 


PREPARED STATEMENT OF STEVE H. HANKE 

Professor of Applied Economics 
Johns Hopkins University 
May 1, 2002 

Mr. Chairman, thank you for this opportunity to express my views on exchange 
rate policies. Commentary about exchange rate policies often originates in polemical, 
and more or less political, attempts at self-justification. In consequence, the dis- 
course is often confused and confusing. In an attempt to bring some clarity to the 
topic, I will begin by presenting some principles and characteristics of exchange rate 
regimes. 

Exchange Rate Regimes 

There are three types of exchange rate regimes: Floating, fixed, and pegged rates. 
Each type has different characteristics and generates different results. Although 
floating and fixed rates appear to be dissimilar, they are members of the same fam- 
ily. Both are “automatic” free-market mechanisms for international payments. With 
a “clean” floating rate, a monetary authority sets a monetary policy, but has no ex- 
change rate policy — the exchange rate is on autopilot. In consequence, the monetary 
base is determined domestically by a monetary authority. In other words, when a 
central bank purchases bonds or bills and increases its net domestic assets, the 
monetary base increases and vice versa. Whereas, with a fixed rate, a monetary 
authority sets the exchange rate, but has no monetary policy — monetary policy is 
on autopilot. In consequence, under a fixed-rate regime, the monetary base is deter- 
mined by the balance of payments. In other words, when a country’s official net for- 
eign reserves increase, its monetary base increases and vice versa. With both of 
these free-market exchange rate mechanisms, there cannot be conflicts between 
exchange rate and monetary policies, and balance-of-payments crises cannot rear 
their ugly heads. Market forces automatically rebalance financial flows and avert 
balance-of-pa 3 Tnents crises. 

Floating- and fixed-rate regimes are equally desirable in principle. However, float- 
ing rates, unlike fixed rates, have rarely performed well in developing countries 
because these countries lack (in varying degrees) strong independent institutions. 
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coherent and predictable systems of governance and the rule of law. Accordingly, 
they cannot establish confidence in their currencies. Indeed, they usually lack either 
a sound past performance or credible guarantees for future monetary stability. In 
consequence, a floating currency usually becomes a sinking currency in a developing 
country. 

Fixed and pegged rates appear to be the same. However, they are fundamentally 
different. Pegged rates are not free-market mechanisms for international payments. 
Pegged rates (adjustable pegs, bands, crawling pegs, managed floats, etc.), require 
the monetary authority to manage the exchange rate and monetary policy simulta- 
neously. With a pegged rate, the monetary base contains both domestic (domestic 
assets) and foreign (foreign reserves) components. Unlike floating and fixed rates, 
pegged rates almost always result in conflicts between exchange rate and monetary 
policies. For example, when capital inflows become “excessive” under a pegged sys- 
tem, a monetary authority often attempts to sterilize the ensuing increase in the 
foreign component of the monetary base by reducing the domestic component of the 
monetary base. And when outflows become “excessive,” an authority attempts to 
offset the decrease in the foreign component of the base with an increase in the 
domestic component of the monetary base. Balance-of-payments crises erupt as a 
monetary authority begins to offset more and more of the reduction in the foreign 
component of the monetary base with domestically created base money. When this 
occurs in a country with free capital mobility, it is only a matter of time before mar- 
ket participants spot the contradictions between exchange rate and monetary poli- 
cies and force a devaluation. Table 1 summarizes the main characteristics and re- 
sults anticipated with floating, fixed, and pegged exchange rates, when free capital 
mobility is allowed. 

The Evolution of U.S. Exchange Rate Regime Policies 

If a country adopts a fixed exchange rate regime (either an orthodox currency 
board 1 or official “dollarization”) and allows free capital mobility, it must give up 
monetary autonomy. Alternatively, if a country wants monetary autonomy and free 
capital mobility, it must adopt a floating exchange rate. If a country has a pegged 
exchange rate, it must restrict capital mobility to avoid balance of payments and 
currency crises. 

Over the past decade, the advantages of free capital mobility have become clear, 
and restrictions of capital mobility have been dramatically reduced. However, most 
developing countries have continued to employ some variant of pegged exchange 
rates. And not surprisingly, major balance of payments and currency crises have 
occurred frequently in the i990’s. 

In a world of increasing capital mobility, the U.S. Government had no coherent 
policy on exchange rates until the late 1990’s. Motivated by criticism from a small 
group of economists (including myself), Former Senator Connie Mack’s campaign for 
official dollarization in countries with low quality currencies, and the fallout from 
the currency crises that engulfed Mexico, Asia, and Russia, the U.S. Treasury finally 
produced a clear policy statement on exchange rate regimes. Given that the U.S. 
embraces free capital mobility. Treasury Secretary Robert Rubin correctly con- 
cluded, in a speech made at The Johns Hopkins University on April 21, 1999, that 
either floating or fixed exchange rates were acceptable, but that pegged rates were 
not. And shortly after Lawrence Summers became Treasury Secretary, he presented 
the same policy conclusions at an address he delivered at Yale University on Sep- 
tember 22, 1999. Stanley Fischer, the Former Deputy Managing Director of the 
International Monetary Fund, weighed in with the same message, when he deliv- 
ered the Distinguished Lecture on Economics in Government at the annual meeting 
of the American Economic Association in New Orleans on January 6, 2001. 

With these policy pronouncements, the U.S. Treasury’s (and the IMF’s) position 
on exchange rates became clear. In principle, the position was correct. In practice, 
it was (and continues to be) applied correctly in the case of the U.S. dollar, where 
a floating exchange rate regime continues to be embraced. In developing countries, 
however, the United States and the IMF have not adhered to the position with any 
rigor. For example, Brazil and Turkey were both given the green light to continue 
or establish pegged exchange rate regimes shortly after U.S. officials indicated that 
these set-ups were, in principle, unacceptable. 


1 Contrary to the popular impression, Argentina’s convertibility system was not an orthodox 
currency board. Some students of currency board systems pointed this out almost a decade ago. 
They anticipated that Argentina’s convertibility system would eventually degenerate into a 
pegged exchange rate system and that it would blow up. See Steve H. Hanke, Lars Jonung and 
Kurt Schuler, Russian Currency and Finance: A Currency Board Approach to Reform. London: 
Routledge, 1993, pp. 72-77. 
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The Bush Administration has not yet articulated a clear policy on exchange rate 
regimes. Secretary O’Neill would do well to clear the air and make a statement 
along the same lines as Messrs. Rubin and Summers. Indeed, since the United 
States espouses free capital mobility, the only logical course is for U.S. policy to em- 
brace floating rates or fixed rates (orthodox currency boards or official dollarization), 
and to reject pegged rates. With the departure of Stanley Fischer, the IMF’s position 
on exchange rate regimes has become fuzzy. Anne Krueger, Fischer’s successor, 
would do well to follow his lead and reaffirm Fischer’s conclusions. 

The “Strong” Dollar Mantra 

The exchange rate — the nominal exchange rate quoted in the market — is a price. 
With a floating exchange rate policy, the price freely adjusts to changes in indi- 
viduals’ and business’ expectations about conditions here and abroad. The dollar 
broadly strengthened against other currencies after the mid-1990’s because market 
participants expected to receive higher rates of return on their investments in the 
United States than abroad. For example, consider for a moment the fate of the Euro 
versus the dollar since the Euro’s launch on January 1, 1999. Then, the exchange 
rate was 1.17 dollars per Euro; today it’s about 0.90. The dollar strengthened by 
30 percent against the Euro primarily because market participants anticipated 
brighter prospects and higher rates of return in the United States than in Euroland, 
and capital flowed out of Euro-denominated assets into equities, bonds, and other 
U.S. investments. 

This brings me to the “strong dollar” mantra. This rhetorical phrase, which was 
prompted by the dollar’s broad strength in the markets, is unfortunate and con- 
fusing, at best. The combination of a floating exchange rate and the pursuit of low 
inflation, which the United States has had for many years now, is a policy. The 
“strong dollar” is not. Indeed, given a floating exchange rate regime, it is impossible 
to know what a so-called strong dollar policy is because the price of the dollar on 
foreign-exchange markets is on autopilot. The price is (or should be) determined by 
buyers and sellers, and U.S. Government officials should refrain from trying to in- 
fluence it by “open-mouth operations.” As long as the United States embraces a 
floating exchange rate policy, the Treasury Secretary should strike the term “strong 
dollar” from his lexicon when engaging in discourses about exchange rate policies. 
The phrase “strong dollar” is meaningless and leads to no end of confusion. 

The Dollar’s Dominance 

So under a floating-rate policy, one in which the dollar’s price is on autopilot, 
what can be said about the dollar? We can say that the dollar is the world’s domi- 
nant currency, more so with each passing year. 

Consider some facts about the U.S. dollar and its role in the world’s monetary af- 
fairs. Thanks to its stability, liquidity and low transactions costs, the dollar occupies 
a commanding role. It is the world’s dominant international currency, a unique fea- 
ture that gives the United States an edge in attracting capital inflows to finance 
current account deficits at a relatively low cost. This prompted Charles de Gaulle, 
when he was President of France, to characterize the benefits derived from the 
dollar’s dominant position as an “exorbitant privilege.”^ 

• Ninety percent of all internationally-traded commodities are invoiced and priced 
in dollars. 

• The invoicing and pricing of manufactured goods in international trade presents 
a much more complicated picture. The dollar, however, dominates. For example, 
37 percent of the United Kingdom’s exports to Germany are invoiced in dollars, 
not Euros or Sterling. 

• The dollar is employed on one side of 90 percent of all foreign exchange trans- 
actions. 

• Over 66 percent of all central bank reserves are denominated in dollars, and that 
percentage has been steadily increasing since 1990. 

• The second most popular hand-to-hand currency used by foreigners is the dollar, 
with their own domestic currencies in first place. That explains why an estimated 
50-70 percent of all dollar notes circulate overseas. 

• The dollar is the second most popular denomination used by foreigners for on- 
shore bank accounts, with their domestic unit of account usually in first place. 
According to the IMF, the average ratio of dollar-denominated bank accounts to 
broad money in highly dollarized countries is 0.59, and for moderated dollarized 
countries, the ratio is 0.18. Not surprisingly, the dollar is the king of off-shore 
bank accounts. 

• Fifty percent of the internationally-traded bonds are denominated in U.S. dollars. 


2 1 thank Fred Bergsten for reminding me of de Gaulle’s astute observation. 
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• The dollar also dominates the world’s equity markets, with 60 percent of the cap- 
italized value of all traded companies in the world denominated in dollars. And 
that is not all. Capital markets throughout the world are rapidly shifting into dol- 
lars. To lower their cost of capital, foreign companies are beating a path to the 
New York Stock Exchange and Nasdaq, which of course both trade in dollars. 
Many traditional foreign companies now issue American Depositary Receipts in 
New York. These ADR’s, representing claims on shares in foreign companies, are 
traded in dollars, and dividends are paid in dollars. For example, 58.7 percent of 
the total capitalization of all traded Latin American companies is denominated in 
dollars, and for the two largest Latin economies, Brazil and Mexico, the dollarized 
percentages are 69.9 percent and 42 percent, respectively. 

All this boils down to a simple fact: The world is already highly and unofficially 
dollarized. And unless the quality of the dollar deteriorates, that is the way things 
will stay. If more countries with low-quality currencies would officially replace 
their domestic currencies with the dollar, the competitive devaluations that so many 
fret about would come to an abrupt halt. And exchange rate crises that frequently 
engulf countries with half-baked currencies would be a thing of the past. After all, 
countries that are officially dollarized do not have an exchange rate vis-a-vis the 
dollar. 

The Dollar’s Price 

The dollar’s strength against major currencies since 1995 and particularly since 
the start of 2000 has persuaded many, particularly the dollar bears, that the dollar’s 
price is too “high” and unsustainable. The dollar’s “high” price has also generated 
predictable howls from those who assert that the “strong dollar” has made their 
businesses uncompetitive and squeezed their margins. 

Just how “high” is the dollar’s price? It depends on how you measure it. If we 
use the Federal Reserve’s broad dollar index or IMF’s dollar index, it appears that 
the dollar is at a “high” level and perhaps not sustainable (see Chart 1). However, 
if we use ABN-AMRO’s trade-weighted dollar index, the dollar does not appear to 
be as “strong” as many believe. The weighting used by ABN-AMRO is more rep- 
resentative of the realities (see Table 2). Indeed, ABN-AMRO’s dollar index more 
accurately reflects the dollar’s trade weighted price than do either the IMF’s or 
the Fed’s dollar indexes.^ Perhaps that explains why the dollar bears have been 
disappointed so often in the past few years: They have been looking at the wrong 
indexes. 

Yet another way to look at the dollar indexes, which are constructed by a few 
experts, is through the lens of the Austrian School of Economics. As Friedrich von 
Hayek, a leader of the Austrian School, observed, the most important function of 
a market is to process widely dispersed bits of information from many market par- 
ticipants to generate an easily understood metric — a price. Not surprisingly, the 
judgments of many market participants, who are putting real money at risk, are 
deemed to be more important, as they should be, than artificial constructs produced 
by a small group of experts. Accordingly, the dollar’s price is where buyers and sell- 
ers agree it should be. To the extent that the dollar’s price is too “high” simply 
means that the consensus of the many market participants differs from the few who 
are in the business of constructing artificial indexes. 

Under a floating exchange rate regime, the future course of the dollar will be de- 
termined by expectations about prospective rates of return in the United States and 
overseas, as well as the risks involved. Judgments about future returns and risks 
are, of course, difficult and highly dependent on, as Lord Keynes put it, the state 
of confidence. In this respect, all we know is that the United States engaged in a 
new, long war against an elusive enemy which will consume meaningful real re- 
sources, eventually becoming a drag on productivity. This suggests that capital flows 
to the United States (as evidenced by recent data), might not be as forthcoming in 
the future as they were during the past few years. If that is the case, the floating 
dollar will weaken in the markets and market forces will automatically cause those 
“troubling” U.S. current account deficits to shrink. 

In closing, under floating rates, the less said in Washington, DC about the level 
and course of the dollar’s price, the better. After all, under floating, the dollar’s ex- 
change rate is on autopilot. Alas, this is probably asking for too much. When it 


^The ABN— AMRO index is based on the Fed ‘broad’ index weighting system. To avoid creating 
an unwieldy index and to reduce susceptibility to potential distortions from sharp fluctuations 
in nominal values in developing economies, the ABN-AMRO index does not explicitly include 
weights for minor U.S. trading partners. It does, however, include weights for medium-sized 
trading partners such as the UK, Mexico, China, Hong Kong, and Malaysia. 
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comes to exchange rates and adjustments in the balance of payments, many of the 
cognoscenti in Washington have a distaste for automaticity. For them, the con- 
sequences of a country’s balance of payments should not spread themselves out 
inconspicuously in time and scope. Instead, they should remain concentrated and 
visible as a signal for policy changes and as a pivot for expert consultations. 
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RESPONSE TO WRITTEN QUESTION OF SENATOR AKAKA 
FROM PAUL H. O’NEILL 

Q.l. This week the Associated Press reported that the Treasury De- 
partment would borrow one billion dollars instead of retiring $89 
billion of the national debt, which had been projected in January. 
This was the first time since 1995 that the Government needed to 
borrow money in the April-June quarter. Three-quarters of the in- 
crease in borrowing was due to lower-than-expected tax revenue. In 
the fourth quarter of last year, foreign investors purchased $33.3 
billion in U.S. Treasury Securities. This debt adds to the current 
account deficit. What are the impacts of the Federal budget deficit 
and the tax cuts enacted last year on the current account deficit? 
A.I. There is no direct connection between the Federal budget and 
current account deficits. The current account reflects the balance 
between savings and investment in the economy. This fiscal year’s 
Federal deficit is related to the recent downturn in the U.S. econ- 
omy and the spending requirements of the war on terrorism. The 
deficit is not large by international standards. The decline in rev- 
enue that naturally occurs during cyclical downturns, and the 
Administration’s tax cuts, were critical in stimulating the timely 
recovery of the U.S. economy, and ensuring that the recent reces- 
sion was among the mildest and shortest on record. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM RICHARD L. TRUMKA 

Q.l. What happens if the Secretary decides to “talk down” the dol- 
lar, but foreign investors still look at our economy as the strongest 
in the world and the best return for their investment? Won’t the 
foreign investors still send their money here, and keep the dollar 
at a high rate against other currencies? 

A.l. That foreigners view the U.S. economy as the strongest in the 
world is a strength and advantage to us. That said, it is still pos- 
sible for the dollar to get out of ali^ment owing to speculative 
pressures, and there are many empirical measures that show the 
dollar is overvalued today. 

Foreign investor attitudes toward the United States are one rea- 
son for the high value of the dollar. But equally important is Treas- 
ury’s policy toward the dollar. By constantly talking about a 
“strong dollar,” and by failing to speak out against the many coun- 
tries who intervene to keep their currencies low in order to gain 
competitive advantage, the Treasury has encouraged speculators to 
think that they face a “one way bet.” That is, the dollar will remain 
strong and other currencies will remain weak. This policy must 
end, and ending it is fully consistent with the United States 
remaining an attractive place for foreign investment. 

Q.2. If the Treasury went to an aggressive policy to lower the dol- 
lar, it would raise import prices for the consumer. Would we not 
risk increased inflation under such a scenario? 

A.2. There are three reasons to discount the “inflation risk” sce- 
nario: 

First, a lower dollar will cause import prices to rise slightly be- 
cause foreign firms pass through part of the exchange rate change. 
But that need not translate into damaging generalized price infla- 
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tion. Most U.S. manufacturing firms have massive excess capacity 
and stand ready to step into the breach and fill the gap left by im- 
porting firms. As a result of this substitution, the net impact on in- 
flation and consumers stands to be quite moderate. Moreover, any 
increase in import prices will be a one-off increase, and therefore 
will not generate continuing inflation. 

Second, the current environment is one of very low inflation, bor- 
dering on deflation. At these levels, even if a small increase in in- 
flation were to materialize it might actually be a good thing by 
pushing the economy away from a deflation — which is economically 
disastrous in an environment where business and firms are heavily 
indebted. 

Finally, an important consideration is that the real issue is “dol- 
lar adjustment now” versus “dollar adjustment later.” It is widely 
agreed that the dollar and the trade deficit are unsustainable at 
current levels. Doing nothing risks a damaging and painful adjust- 
ment down the road, and in the meantime the overvalued dollar 
will have hollowed out our manufacturing sector, destroyed good 
manufacturing jobs, and undermined our economic recovery. A bet- 
ter strategy is to manage the adjustment, avoid the damaging eco- 
nomic effects of delay, and avoid a possible financial crash that 
might occur when markets ultimately decide to correct. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM JERRY J. JASINOWSKI 

Q.l. What happens if the Secretary decides to “talk down” the dol- 
lar, but foreign investors still look at our economy as the strongest 
in the world and the best return for their investment? Won’t the 
foreign investors still send their money here, and keep the dollar 
at a high rate against other currencies? 

A.l. The fundamental force which drives investment flows is access 
to developed and thriving markets. And with the expectation that 
productivity growth (the main driver behind a sustainable growth 
and increased living standards) will continue to be robust in com- 
ing years, there is no doubt that the United States will continue 
to be an attractive market for worldwide investment. While this 
outlook does not support a weak dollar, it also does not support a 
dollar 30 percent above its level in 1997 — a level reach in February 
2002. The record actually shows that investment inflows do not 
react to changes in the dollar — ^but rather to changes in the outlook 
for the economy. 

Capital will continue to flow into the United States as the dollar 
returns to normal, and, in fact, direct investment inflows may actu- 
ally increase. That is what happened after the 1985 correction of 
the dollar. During 1985-1987 the dollar fell 40 percent — returning 
to normal levels prevailing prior to 1985. During the time the dol- 
lar was appreciating — up until mid- 1985 — foreign direct investment 
into the United States averaged $4.5 billion per quarter. But after 
the dollar started to fall, direct investment inflows nearly tripled, 
to $12.3 billion per quarter. Why? Because the dollar’s return to 
normalcy made the United States a better place to invest. 
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Q.2. If the Treasury went to an aggressive policy to lower the dol- 
lar, it would raise import prices for the consumer. Would we not 
risk increased inflation under such a scenario? 

A.2. Certainly a declining dollar will put some upward pressure on 
prices, for we have heen having a free ride for several years while 
the dollar became increasingly overvalued. The adjustment, how- 
ever, will he mild. According to NAM estimates based on the wide- 
ly-used Washington University Macro Model, a 15 percent dollar 
devaluation over the next year and a half would only result in a 
one-time increase in the GDP deflator (the widest measure of 
prices in the U.S. economy) of less than 1 percent. 

This is because inflation has been held down principally by the 
high productivity growth of U.S. industry — especially manufac- 
turing. Declining import prices for consumer goods have actually 
not had that much of an inflation-restraining impact. Bureau of 
Labor Statistics data show that despite the 30 percent rise in the 
dollar since 1997, consumer goods import prices have fallen only 6 
percent. Part of the explanation for this is in the fact that a signifi- 
cant proportion of consumer goods imports come from China, whose 
currency has remained pegged to the dollar. Additionally, a signifi- 
cant part of the consumer price index is related to energy imports, 
and these are denominated in dollars — thus being impervious to 
fluctuations in the value of the dollar. 

Import prices for capital goods, however, have fallen 25 percent, 
which has put U.S. capital goods industries at an enormous dis- 
advantage. As the prices of these imports rise, we would anticipate 
a shift back to U.S. production and a reduced rate of import 
growth. Inflation will also be restrained by the huge capacity over- 
hang in the U.S. economy. Federal Reserve Board data shows ca- 
pacity utilization to be extremely low — less than 75 percent. This 
makes it very difficult to raise prices, showing that this is actually 
a good time for the dollar to decline to more normal levels. The 
worst time for the dollar to decline would be during a period of 
overheated boom. 

A mild inflationary response to a dollar devaluation is supported 
not only by econometric modeling, but also by history. After a 
sharp appreciation in the early 1980’s, the dollar fell by 40 percent 
in 2 years starting in mid-1985. ^Wiile a strengthening dollar 
played a role in bringing down inflation, which was running near 
double digits in the early 1980’s to a more moderate 3.1 percent by 
1985, no significant pickup in inflation accompanied the 1985-1987 
correction. In fact, between 1986 and 1988, the inflation rate actu- 
ally averaged 0.3 percentage points lower than the inflation rate at 
the height of the dollar’s peak in 1985. 

Thus, while a weak or devaluing dollar falling to abnormally low 
levels may cause inflation, the evidence indicates that a dollar de- 
clining to normal levels has little inflationary impact. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM BOB STALLMAN 

Q.l. What happens if the Secretary decides to “talk down” the dol- 
lar, but foreign investors still look at our economy as the strongest 
in the world and the best return for their investment? Won’t the 
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foreign investors still send their money here and keep the dollar 
at a high rate against other currencies? 

A.l. The American Farm Bureau Federation (AFBF) does not favor 
the Secretary either “talking up” or “talking down” the value of the 
dollar. We also recognize the importance of maintaining a vibrant 
economy, one that attracts ample foreign investment. It is equally 
important to ensure that all sectors of the U.S. economy have the 
opportunity to thrive in a manner that is not impaired by an over- 
valued dollar. 

The strong dollar is severely affecting sectors, like agriculture, 
that are highly dependent on exports. For this reason, we support 
a Congressionally mandated study of the impact of the value of the 
dollar on the U.S. economy. Such a study should take into account 
the ability of the United States to attract foreign investment and 
not only maintain, but also increase, exports. 

Q.2. If the Treasury went to an aggressive policy to lower the dol- 
lar, it would raise import prices for the consumer. Would we not 
risk increased inflation under such a scenario? 

A.2. AFBF does not support pursuing an aggressive policy to lower 
the dollar. Such a policy is not likely to be effective in today’s tech- 
nology-based global economy wherein massive intervention would 
be required, but would not have long lasting effects. We remain 
concerned, however, with the actions taken by some U.S. trading 
partners to intervene repeatedly in international exchange markets 
in a concerted attempt to devalue their currencies vis-a-vis the dol- 
lar and believe that the United States should respond to these cur- 
rency manipulation attempts by other countries. 

AFBF believes that the value of the dollar should be set by the 
market without interference by either our Government or a foreign 
government trying to manage the dollars value it to achieve a cer- 
tain economic outcome. 

Thank you very much for the opportunity to clarify our position 
on this issue. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM ERNEST H. PREEG 

Q.l. What happens if the Secretary decides to “talk down” the dol- 
lar, but foreign investors still look at our economy as the strongest 
in the world and the best return for their investment? Won’t the 
foreign investors still send their money here, and keep the dollar 
at a high rate against other currencies? 

A.I. The phrase “talk down” is ambiguous. If it implies follow-up 
actions, such as large and persistent United States official financial 
market intervention to bring the dollar rate down below a market- 
based rate (as do Japan and China, for example), such a statement 
would make foreign investors hesitate in anticipation of such a 
“manipulated” lower dollar. I oppose such a talk down/intervention 
strategy, and I do not believe Secretary O’Neill has any intention 
of doing so. If, in contrast, “talk down” simply means a personal 
assessment by the Secretary that market forces are likely to lead 
to a lower dollar, related to the unsustainability of the record trade 
deficit, investors would likely maintain their existing assessment 
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as to whether the U.S. economy offered the hest rate of return on 
their investments. 

Q.2. If the Treasury went to an aggressive policy to lower the dol- 
lar, it would raise import prices for the consumer. Would we not 
risk increased inflation under such a scenario? 

A.2. If the dollar declined for any reason, import prices would rise 
for the consumer, and there would he some corresponding rise in 
the overall rate of inflation. In the context of a 10-20 percent de- 
cline in the dollar, however, it would he a relatively small, one-time 
upward blip in the inflation trend. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM STEVE H. HANKE 

Q.l. What happens if the Secretary decides to “talk down” the dol- 
lar, but foreign investors still look at our economy as the strongest 
in the world and the best return for their investment? Won’t the 
foreign investors still send their money here, and keep the dollar 
at a high rate against other currencies? 

A.I. If the Secretary decides to “talk down” the dollar, which I be- 
lieve would be imprudent, net financial flows that favor the United 
States would be disrupted temporarily and the dollar would prob- 
ably weaken temporarily. But if rates of return on capital, adjusted 
for risk, are anticipated to be superior in the United States, net fi- 
nancial flows will continue to favor the United States. Given that 
the United States has a floating exchange rate regime, the value 
of the dollar is determined in the market. It is on autopilot. Accord- 
ingly, under the scenario sketched above, the current account def- 
icit as a percent of GDP will continue to increase and so will the 
dollar’s nominal exchange rate. This should not be cause for alarm. 
It would simply be a reflection of the superior underlying economic 
fundamentals in the United States vis-a-vis those in the rest of the 
world. 

Q.2. If the Treasury went to an aggressive policy to lower the dol- 
lar, it would raise import prices for the consumer. Would we not 
risk increased inflation under such a scenario? 

A.2. On the assumption that the U.S. Treasury possesses the policy 
levers to aggressively lower the value of the dollar — a highly ques- 
tionable assumption — and that these bear fruit, the dollar would 
weaken and import prices would rise for the consumer. And, yes, 
inflation would be higher than would otherwise be the case. This 
set of events would tend to motivate the Federal Reserve to at- 
tempt to fight inflation with higher short-term interest rates. This 
would bring forth howls of protest from those who advocate an ag- 
gressive Treasury policy to lower the value of the dollar because 
many of the “weak dollar” advocates also tend to embrace “low” 
interest rate policies. 
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PREPARED STATEMENT OF THE 
AMERICAN FOREST & PAPER ASSOCIATION 

May 1, 2002 

The American Forest & Paper Association (AF&PA) appreciates the opportunity 
to comment on how U.S. exchange rate policies are negatively impacting the forest 
products industry. The wood and paper products business is highly sensitive to ex- 
change rate fluctuations. The Committee’s long-term engagement on this issue has 
been helpful in focusing attention on trade and exchange rate linkages and their 
effect on the global competitiveness of the U.S. economy. Our statement today will 
recommend additional measures which, we believe are necessary to correct 
unsustainable trade and exchange rate imbalances — and restore the ability of Amer- 
ican manufacturing to fuel U.S. economic growth. 

AF&PA is the national trade association representing the forestry, pulp, paper, 
paperboard and wood products industry in the United States. This industry ac- 
counts for approximately 7 percent of total U.S. manufacturing output and employs 
approximately 1.5 million people in 42 States, with an annual estimated payroll of 
$64 billion. Industry sales exceed $250 billion annually in the United States and 
export markets. AF&PA’s membership encompasses the full spectrum of U.S. busi- 
nesses ranging from small family owned manufacturing and tree farm businesses 
to large integrated companies. 

Many of the leading economists, including several represented at today’s hearing, 
believe the U.S. dollar is currently overvalued relative to a basket of major cur- 
rencies — and that the extent of the imbalance is somewhere around 25-30 percent. 
We agree that it is substantial. 

At these levels, U.S. industry is, in effect, paying a 30 percent “overvalued dollar 
tax” on all shipments — whether they are going to foreign or domestic customers. 
Few U.S.-based producers can compete for long under those circumstances. Just a 
few of the devastating effects of this “tax” are described in the following examples: 

• Our companies have had to exit export markets they have served for decades. For 
example. United States kraft linerboard exports to Europe have plunged by 48 
percent in the 1997-2001 period, to $207.6 million. At the same time, U.S. hard- 
wood exporters have lost key European markets based solely on the price differen- 
tial caused by the value of the dollar. The U.S. product is of a higher quality and 
its delivery is more reliable than other competitors who are now taking market 
share based on price alone. And, new Eastern European production facilities are 
now being constructed to ensure that U.S. manufacturers do not retake that mar- 
ket share when the Euro-dollar exchange rate returns to balance. 

• Simultaneously, competitors have been taking advantage of their relatively cheap 
currencies to capture an ever-widening share of the U.S. domestic market. Over 
the period 1997-2001, United States imports of European coated printing paper 
soared by 50 percent, to $730.6 million. In the 1997-2000 period, imports took 
more than 90 percent of the growth in the U.S. paper market. (Exhibit 1) 

• Similarly, the wood products sector has also been battered by cheap imports, 
which has resulted in a ripple effect across manufacturing interests. The domestic 
furniture industry, one of the largest traditional users of hardwood lumber and 
veneer, has been contracting rapidly as a result of substantial lower priced fur- 
niture imports. (Exhibit 2) 

• As a result, the U.S. net imports of paper and of wood products have more than 
doubled from a negative $6 billion in 1997 to a negative $13.6 billion last year. 
(Exhibit 3) 

During this period, none of the factors which shape the underlying competitive- 
ness of the U.S. forest products industry have changed — except the value of the 
dollar. On the contrary, our companies have scrapped uneconomic capacity and 
upgraded technology to significantly improve competitive performance. Nevertheless, 
a report by Salomon-Smith-Barney states that the exchange rate is robbing U.S. 
paper companies of their long-held competitive advantage vis-a-vis European pro- 
ducers. (Exhibit 4) The report further states that companies will not return to prof- 
itability unless and until exchange rates are adjusted to more appropriate levels. 

The combined effect of weakening export markets and surging imports has put 
unprecedented downward pressure on paper and wood product prices. Eaced with 
this kind of challenge, the only option available to many of our companies is to close 
mills. Since 1997, American paper companies have had to close 72 mills or an aver- 
age of 14 mills per year — compared to an average of less than four in the early 
1990’s. (Exhibit 5) Emplo 3 Tnent at paper industry mills has declined by 32,000 jobs 
since 1997. (Exhibit 6) In the last year alone, more than 20 wood processing facili- 
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ties with a capacity of 1.7 billion board feet were shutdown permanently. In the last 
3 years, the wood sector has lost 51,000 jobs. (Exhibit 7) These were high pa3dng 
jobs in rural communities where wood and paper manufacturing mills serve as the 
backbone of small-town economies. 

Data prepared by the National Association of Manufacturers (NAM) shows an es- 
timated 500,000 jobs lost since mid-2000 as a result of the drop in manufactured 
goods exports. This job loss was principally due to the overvalued dollar and makes 
clear that this pattern is not unique to the forest products industry but is repeated 
in sectors as diverse as automobiles, aerospace, steel, textiles, and machine tools to 
name a few. 

Looking ahead, there are no signs of future improvement. U.S. producers of wood 
and paper products are closing capacity here in the United States while foreign com- 
petitors — especially in Europe and East Asia — are rapidly building more, often with 
their government’s financial support. 

The real long-term danger is a hollowing out of American industry as a result of 
the persistence of an overvalued dollar. This is what adds a compelling urgency to 
our call for action today. 

The American Forest & Paper Association supports policies that encourage ex- 
change rates to be set by market fundamentals. But, when other countries are 
purposely taking action to keep their currencies artificially low, the United States 
must step in to ensure that the dollar is not overvalued as a result of these non- 
market actions by foreign governments. We believe U.S. exchange rate policy must 
address two major sources of dysfunction in currency markets: 

• A widespread perception in exchange rate markets that there is no upper bound- 
ary to United States support for the dollar. 

• Manipulation of currencies by U.S. trading partners for competitive advantage. 

In currency markets, rhetoric matters. The statements by U.S. Treasury officials 
indicating a totally hands off attitude toward the value of the dollar have resulted 
in a widespread belief that there is no point at which the U.S. Government will 
consider taking any action to stop the rise. Signals from the U.S. Treasury that it 
supports a sound dollar consistent with the competitive fundamentals of the U.S. 
economy would go a long way toward erasing the current expectation that the dollar 
will continue to rise in value. 

Currency Manipulation 

Ambassador Ernest Preeg has provided solid empirical evidence of currency ma- 
nipulation by U.S. trading partners — and its effect on the U.S. economy. In a recent 
12 month period. East Asian economies had a cumulative current account surplus 
of $218 billion, while their central banks together added an aggregate $165 billion 
in foreign exchange reserves. Japan alone has accumulated $95 billion in foreign 
reserves. This means that about three-quarters of the net foreign exchange inflow 
resulting from Asian current account surpluses was taken off the market through 
central bank purchases, with the result of lower exchange rates and larger trade 
surpluses than otherwise would have been the case. The dollar share of the aggre- 
gate foreign reserve accumulation was estimated at 80 to 90 percent. 

Japanese officials also have been actively talking down the yen. In recent months, 
China has become more outspoken in calling attention to the effect Japanese poli- 
cies could have on the global economy, by triggering a race to the bottom among 
key Asian countries that compete with Japan for export markets. 

Provisions in the Trade Act of 1988 requiring surveillance of exchange rate poli- 
cies by U.S. trading partners have undoubtedly had a positive effect in addressing 
more egregious practices. However, the data cited above make it clear that further 
action is needed. The Senate version of Trade Promotion Authority recognizes that 
significant or unanticipated changes in exchange rates can negate U.S. market 
access gains in trade agreements. The legislation provides for the establishment 
of consultative mechanisms among parties to trade a^eements to protect against 
currency manipulation by foreign governments. We believe this step is necessary to 
ensure that, in future trade agreements, the balance of benefits USTR negotiates — 
and the U.S. Congress approves — cannot be upset by subsequent exchange rate 
manipulation. We strongly support this provision of the bill. 

G-8 Collaboration 

Concerted action by major economies worked in 1985 with the Plaza Accord and 
we believe it can work again today. The G-8 meeting in Canada next month offers 
an opportunity for action to address the twin imbalances — the overvalued U.S. dol- 
lar and the U.S. trade deficit — which are widely recognized as posing a major threat 
to global economic stability. Indeed, the just released IMF World Economic Outlook 
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concluded that the overvaluation of the U.S. dollar and the large U.S. current ac- 
count deficit pose significant risk to the sustainability and durability of the incipient 
economic upturn, both in the United States and globally. There are also mounting 
indications that some of our trading partners share this concern about trade and 
currency imbalances, and might be prepared to work with us to ensure a “soft land- 
ing” which minimizes the real economic pain associated with an unmanaged or 
“hard landing” adjustment. 

Such a concerted approach, combined with enhanced Trade Promotion Authority 
provisions, would improve the prospects for long-term market-sustainable exchange 
market rate equilibrium. 

Agreement on a joint plan of action would represent a substantial, positive Gr-8 
outcome. Alternatively, failure to deal with the issue at the Gr-8, in the face of the 
clear warning signals, risks exposing the still fragile United States and the global 
economic recovery to an unpredictable and potentially unmanageable market 
adjustment. 

The Time for Aetion is Now 

There is a striking similarity between the situation in 1985 and today in terms 
of the impact of the overvalued dollar on the U.S. economy and the forest products 
industry’s trade balance. But there is also an important difference: Today, the U.S. 
economy is more dependent on trade than ever before. An indication of this is that 
U.S. trade exposure (i.e., total imports and exports) was 17 percent of GDP in 1985, 
while today it accounts for 24 percent. The forest products industry reflects this 
trend as well. In 1985, the trade exposure for paper was 23 percent, but reached 
33 percent in 2001. (Exhibit 8) 

Notwithstanding the challenges of the past year, the American economy is sound. 
There are increasing signs that the economy is coming out of recession. The in- 
cipient recovery will not thrive without a robust and sustainable rebound in U.S. 
manufacturing. For the U.S. forest products and other manufacturing industries, 
this will require exchange rate policies which ensure that the value of the dollar 
is consistent with the underl 3 dng economic fundamentals. It will also call for action 
to prevent future currency misalignment, which rob our companies of the competi- 
tiveness they and their workers have built. 

We appreciate the opportunity to present these views and look forward to working 
with the Committee and the Administration in reaching solutions that will ensure 
a strong and vibrant U.S. forest products industry. 
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The Strong U.S. Dollar: Issue 
No. 1 for This Paper Cycle 

A Weaker Greenback Equals Stronger Profits 

> From 1 996 to 1 99B, the currencies of the major 
European paper-producing countries fell 15%- 
20% versus the U.S. dollar, virtually eliminating 
the U.S. producers’ long-held cost advantage. 

>■ Since the inception of the euro in January 1 999, 
these currencies lost another 25%.30% of their 
value vis-a-vis the dollar. As a result, the 
European paper industry now has much lower 
average production costs than the U.S. industry; 

> Unless the dollar weakens substantially (25% or 
more) versus the euro, we believe U.S. paper 
companies will not even come close to producing 
the operating margins seen in the 1968-69 and 
.1995 peaks. 

>- Despite the dollar's strength and weak pulp and 
paper pricing, U.S. paper stocks had performed 
well since October 2600, prompting us to 
downgrade several U.S. paper stocks on May 24. 

■>. Within the U.S; forest products industry, we 

continue to favor the more wood-oriented names, 
such as Buy-rated Weyerhaeuser and Louisiana- 
Pacific. 


Amemberofcitiqrcxdr 
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The Strong U.S. Dollar: Issue No. 1 for This Paper Cycle - June 28, 2001 



When we declared a more cautious stance on the paper-intensive 
stocks within our universe in late May, we pointed to the strong 
relative stock market performance as well as the high-flying value 
of the dollar versus the euro as the major reasons for the 
downgrade. While the former was easily quantified in the more 
than 50% relative outperformance since mid-October, we believe 
Wall Street has not fully grasped the ramifications of a resilient 
greenback on the profitability of the U.S. paper and forest products 
industry. Unless we see a substantial decline in the value of the 
dollar versus the euro, we believe the U.S. paper industry’s expected 
2003 peak profits will fall well short of the levels seen at prior peaks. 
Our goal is to illustrate how a weakening in the value of the almighty 
U.S. dollar is paramount to higher U.S. pulp/paper profits. 

We recently changed our stance on the paper-intensive stocks. 

On May 24, Salomon Smith Barney's global pulp and paper research team 
lowered its 2001 and 2002 pulp price forecast, owing largely to the strong 
dollar vis-a-vis the euro. In addition, we lowered the investment ratings on 
several companies in our U.S. coverage universe with heavy paper exposure 
due to the stocks’ strong relative performance, but also due to concerns 
surrounding the continued high value of the dollar versu.s the euro. 

The Europeans have seen profitability surpass the U.S. 
companies’ profitability. 

While the European paper industry has widened its lead in operating margin 
performance versus the United State.s, it has also moved ahead on the basis of 
return on equity. The U.S. industry generated higher ROEs during the previous 
three cyclical peaks. However, with the dollar having strengthened 
dramatically versu.s most European currencies since the mid-1990s, European 
ROEs are expected to exceed the U.S. paper industry average in 2001 and 
2002. In 2003, the next expected peak year, SSB’s global paper and forest 
products research team expects European paper and forest products ROE.s to 
exceed ROEs in the U.S. industry even (hough the U.S. industry is generally 
“more cyclical'” due to its heavier exposure to pulp and containerboard (which 
traditionally have been among the more volatile grades). 

We see substantial upside potentiai if the dollar were to 
weaken significantly versus the euro. 

We believe the No. 1 issue facing the U.S. paper and forest products industry is 
the strong dollar, which, for U.S. manufacturers, is limiting pricing power and 
raising relative costs. However, a key question is: What would happen if the 
U.S. dollar experienced a substantial (i.e., 25% or more) drop vis-a-vis the 
euro? The short answer is that U.S. producer profitability would shoot up 
sharply as dollar price increases would be easier to attain even as the European 
producer costs increase in dollar terms. 


n 
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PREPARED STATEMENT OF THE 
AMERICAN TEXTILE MANUFACTURERS INSTITUTE (ATMI) 

May 1, 2002 

The American Textile Manufacturers Institute (ATMI) submits this statement to 
the Senate Committee on Banking in regards to the May 1 hearing on the release 
of the Treasury Department’s Foreign Exchange Report. ATMI is the national trade 
association of the U.S. textile industry, one of the largest manufacturing sectors in 
the United States. 

ATMI is writing to describe the devastating impact that the overvalued dollar, 
now at a 16 year high, is having on the U.S. textile sector and to urge the Com- 
mittee and the Administration to take immediate steps to bring the dollar back 
down to normal, historic levels. 

The U.S. textile industry is suffering its worst economic crisis since the Great De- 
pression. Since the dollar began to surge in value in 1997, over 175,000 textile work- 
ers have lost their jobs and over 215 textile plants in the United States have closed. 

The Asian currency devaluation in 1997-1998 and the “strong U.S. dollar” policy 
instituted at that time are the root cause for this devastation. As of last year, the 
dollar had increased in value by an average of 40 percent against the leading Asian 
textile exporting countries. Prior to the dollar’s surge, the U.S. textile industry was 
enjopng some of its best years in history and recording new highs for shipments, 
profits, and exports. 

Since that time, the strength of the dollar has allowed Asian exporters to cut their 
prices by an average of 23 percent and caused Asian textile and apparel exports to 
the United States to increase by an astonishing 6 billion square meters, an increase 
of 65 percent. 

As a result, U.S. textile profits have virtually disappeared, shipments have de- 
clined by 25 percent or $12 billion, exports have fallen by $2 billion and a swath 
of misery has spread across the Southeast.'^ 

This impact has hit not only domestic textile manufacturers but U.S. cotton and 
wool growers, textile machinery suppliers and man-made fiber manufacturers. It 
has also devastated small towns across the Southeast that have depended for gen- 
erations on domestic textile manufacturing. 

In addition, the problem of the overvalued dollar impacts virtually every manufac- 
turing and agriculture sector in the United States. The National Association of Man- 
ufacturers estimates that half a million manufacturing jobs have been lost in the 
last 18 months just from lost export orders. That figure does not include hundreds 
of thousands of jobs lost because of a surge in artificially low-priced imports. 

We also note that the International Monetary Fund (IMF), the Organization for 
Economic Development (OECD), the European and Canadian Central Banks and 
even members of the Federal Reserve in the United States have all expressed alarm 
over the continuing rise in the dollar’s value. 

In February, despite stagnant economic activity, rising imports and a dramatic 
jump in the current accounts deficit, the Federal Reserve reported that the dollar 
had hit a new high, with a 31 percent increase in value against the world’s major 
currencies since 1997. 

It is clear that economic fundamentals are being overridden by a belief in the 
market that the U.S. Treasury will act to support a “strong dollar.” This policy is 
now having a devastating impact on the textile sector. 

The last time the dollar surged to such heights was in the mid-1980’s during the 
Reagan Administration. At that time. Treasury Secretary Jim Baker took strong 
action, in concert with other major trading nations, to restore the dollar to sound, 
stable levels. That action set the stage for a decade of dollar stability and U.S. 
export growth. 

ATMI firmly believes that for the textile crisis to end and for the industry to re- 
turn to health, the U.S. Government must act to return the dollar to its normal, 
historic range. We strongly urge the Committee and the Administration to act 
quickly to accomplish this. 


We have attached a one-pager on the impact of the dollar on textiles for your review. 
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- Props Up and Supports Competttivs Aslan Currency Devaluations - 


The textile industry, one of the largest manufacturing sectors 
in the United States, employing almost half e mililm workers, 
has been devastated by the rise In the value of the dollar. 

Last year, 116 textile mills were closed and 67,000 workars ~ 
13% of the sector's entire workforce - lost their jobs. Since 
the dollar began its rise in 1997, 177.000 textile jobs have 
been tost and 215 textile mills have been dosed in the United 
States. 

Price pressures that began with competitive Aslan currency 
devaluations in 1997 and a strong dollar policy since that time 
have caused a 4-year cycle of deflation in U.S. textile pricM. 

As a result, since 1997, near-record industry profits have 
Uimed to losses and losses have turned to mill closures, job 
Isyoffs and textils bankruptcies. The dollar's relentleas rise has 
been a key factor In plunging the industry into its worst 
economic crisis since the Great Depression. 

A number of the country's largest and most modern textile 
firms have gone bankrupt - fnduding, during the last alx 
months, Burlington industries, Guitford Mills. Malden Mills. CMI 
Industrie and Galey & Lord. 

I^y and Night for tha Industry: 1997 va 2001 

Prior to ^e dollar's rise, the industry was healthy and growing. 
In 1 997, industry fiber oonaumption was a record 1 7 billion lbs. 
Industry shipments were a record $64 billion, capital 
expenditures were a near record $2.7 billion, textile exports 
(induding cut pieces) were almost $17 billion, e new record. 

Since that time, Uie dollar's relentless rise, particularly against 
the currencies of major Asian exporters, has shattered the 
competitive structure of the industry, causing a huge Import 
surge while collapsing major export markets. 

Over the past five years, the dollar has appreciated in value by 
an average 40% against the top ten Asian textile-exporting 
countries . The dollar has also risen strongly against the euro 
and the Canadian dollar. 

As Imp^s have surged (see box), major teMile export markete 
have collapsed. Since 1997, U.S. textile exports to Asia have 
fallen 26% vtmiie exports to the EU are down 27%. Textile 
exports to the Industry's two largest markets, Canada and 
Mexico, fell 8% and 13% last year. 

'ircludsB an appreciation of the dollar ot 41 % against the Korean won. 47% 


Dollar’s Rise is Key Cause of New 
Destructive Cycle in Textiles 

1. As Asian Currencies Fall, Aslan 
Prices Drop 
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PREPARED STATEMENT OF THE COALITION FOR A SOUND DOLLAR 

May 1, 2002 

Mr. Chairman, we the undersigned organizations comprising the Coalition for a 
Sound Dollar appreciate the opportunity to submit a statement for the record for 
the Committee’s May 1, 2002 hearing on the release of the Treasury Department’s 
Foreign Exchange Report. 

The Coalition represents a broad array of manufacturing and agricultural inter- 
ests which employ millions of U.S. workers and which have been deeply impacted 
by the overvaluation of the U.S. dollar over the past 5 years. As of this date, job 
losses from the overvalued dollar are almost certainly in excess of three-quarters of 
a million U.S. workers. 

Indeed, the damage caused by the dollar’s prolonged surge has become so great 
that U.S. manufacturing and agriculture, two fundamental legs of the U.S. economy, 
are unlikely to rebound as a result of the economic recovery. Recent statistics show 
that despite a surge in first quarter GDP, durable goods orders and business invest- 
ment remain down and that the bump up caused by inventory restocking was a one 
time event. In addition, despite increased economic growth overseas, both manufac- 
turing and agricultural exports have continued to decline. 

The Coalition members believe that a sound dollar is a fundamental prerequisite 
for maintaining a healthy United States and global economy. A sound dollar is one 
whose value relative to other major currencies is determined by market forces that 
reflect fundamental economic trends, such as trade balances, interest rates, GDP 
growth, and other objective indicators of a country’s performance. 

The disturbing reality is that for several years the dollar has not been reflecting 
economic fundamentals. In 1997, after 8 years of stability, the dollar began to appre- 
ciate sharply against other major currencies. The appreciation has continued despite 
a U.S. economic downturn, a yawning current accounts deficit and, in many cases, 
higher comparable GDP growth overseas. Today, the dollar stands 30 percent higher 
than in 1997 — its highest level in 16 years. The dollar is now approaching the 
calamitous levels last seen in 1985, which provoked intervention on an international 
scale. 

As a result of the 30 percent dollar “tax,” many U.S. made goods have been lit- 
erally priced out of markets at home and abroad. For example, U.S. manufacturing 
exports have dropped by an annual rate of more than $140 billion over the past 18 
months. The National Association of Manufacturers estimates that half a million 
manufacturing jobs have disappeared simply as a result of the export decline, prin- 
cipally due to the fact that the dollar has taxed U.S. exporters, rightly proclaimed 
by the U.S. Government as the most productive in the world, out of market after 
market. 

Indeed, the conventional wisdom that the U.S. advantage in high-technology prod- 
ucts is a key to future U.S. economic growth has been gutted by the dollar’s impact. 
U.S. Government statistics show that over the past 5 years, a healthy U.S. surplus 
in these products has vanished into a deficit of $20 billion. 

Winners of the President’s vaunted “E-awards” given to top U.S. exporters have 
not been spared either. In letters sent to Secretary O’Neill, these E-award winners, 
among many other top exporters, said: 

• “The value of the U.S. dollar now makes us uncompetitive in almost all world 
markets . . . The 30 percent change in currency value is making us uncompetitive 
even in our own home market. We are a small business with our only manufac- 
turing facility in South Dakota. We have been forced to make substantial layoffs 
of production and support personnel to adjust to this catastrophic problem.” 

• “The strength of the dollar has had a profound effect upon our business, especially 
in the area of emplo 3 Tnent. A year ago at this time we employed 1,625 people in 
the Green Bay area. Today that number is down by over 500 people ... As this 
environment of a strong dollar has continued, we have been forced to consider re- 
locating our manufacturing capabilities offshore.” 

U.S. agriculture, which suffers from the same “Made in the U.S.A.” dollar tax, 
estimates that nearly 100,000 agricultural workers have been displaced because of 
the overvalued dollar. From cotton to rice to wheat, the U.S. breadbasket is seeing 
its major export markets dwindle and imports increase because of the dollar’s sus- 
tained rise. 

The damage extends to industries where there have been significant import 
surges with the overvalued dollar acting as an enormous import subsidy. Sectors 
such as textiles, paper and forest products, automobiles, nonferrous castings, steel 
and furniture have, in total, lost hundreds of thousands of workers as imports have 
ridden the currency wave by cutting prices or increasing incentives. Many of these 
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jobs have been lost in rural communities that often depend on local manufacturing 
or agricultural as their major source of employment. 

In particular, textiles have seen Asian prices drop by an average of 23 percent 
since 1997 — prior to 1997, Asian prices were showing moderate growth. Since the 
dollar’s rise, job losses in the textile sector have totaled more than 175,000. 

U.S. automakers are being forced by the dollar penalty to pay out billions of dol- 
lars in incentives in an expensive effort to slow a sharp decline in market share. 
At the same time, they are being treated to reports of record profits by Japanese 
automakers who have tacked billions of dollars in currency-generated profits to their 
bottom lines. 

Paper mills, many with state-of-the-art equipment, have been closed by the dozen 
as dollar-cheapened imports now take 90 percent of the growth in the U.S. paper 
market. 

The truth is that the overvalued dollar is increasingly forcing manufacturing per- 
manently off-shore as well as displacing increasing numbers of farmers. Jobs, not 
goods, are now being exported as a result of the dollar teix. 

Long term, a 30 percent dollar tax on goods produced in this country is simply 
not by the majority of U.S. companies and farmers. A key policy question for this 
Committee and the Government is whether shrinkage of the U.S. manufacturing 
and agriculture base is an acceptable cost for supporting the out-of-kilter dollar. 

The Coalition contends that the U.S. Treasury’s policy of a “strong dollar” regard- 
less of economic fundamentals or the dollar’s cost to U.S. workers and their families 
is not good or sound policy. Indeed, this policy has already led to an increase in the 
current accounts deficit to new record highs, now almost 4.5 percent of U.S. real 
GDP, more than triple the deficit’s level before the dollar began to rise in 1997. 

The Coalition notes that Secretary O’Neill, in his previous incarnation as Presi- 
dent of International Paper during the 1980’s run-up in the dollar’s value, com- 
plained that the dollar “had turned the world on its head.” Today, when the dollar 
is now reaching the very heights it did during 1980’s, the Secretary calls U.S. manu- 
facturers “whiners,” expressing “no S3Tnpathy” for the burdens the overvalued dollar 
policy has created. This is not the message that hard-working American families 
should be hearing. 

We firmly believe that sound currency values can be restored and that manufac- 
turing and agriculture can again thrive in this country. To do this, the Treasury 
should: 

• State publicly that the dollar is out of line with economic fundamentals. 

• Firmly state that its policy is to seek a market-determined dollar that is con- 
sistent with underl 3 dng global economic fundamentals, including the competitive- 
ness of America’s farms and industries. 

• Seek cooperation with other major economies in obtaining common agreement and 
public statements that their currencies need to appreciate against the dollar. 

• Make clear that the United States will resist, and take offsetting action as nec- 
essary, foreign country interventions designed to retard movement of currencies 
toward equilibrium. 

The Coalition notes that when the Treasury faced a similar situation more than 
15 years ago, it took decisive and successful action. In crafting the “Plaza Accord” 
of 1985, Treasury Secretary James Baker was able to restore currency equilibrium 
and launched renewed global growth. It was possible then, and is possible now. 
Sincerely, 

Aerospace Industries Association 

American Brush Manufacturers Association 

American Cotton Shippers Association 

American Fiber Manufacturers Association 

American Forest & Paper Association 

American Furniture Manufacturers Association 

American Hardware Manufacturers Association 

American Iron and Steel Institute 

American Paper Machinery Association 

American Pipe Fittings Association 

American Textile Machinery Association 

American Textile Manufacturers Institute 

Associated Industries of Florida 

The Association for Manufacturing Technology 

Automotive Trade Policy Council 

Business and Industry Association of New Hampshire 

The Business Council of New York State 
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The Business Roundtable 
The Carpet and Rug Institute 
Composite Can and Tube Institute 
Copper and Brass Fabricators Council 
Fiber Box Association 

Industrial Fabrics Association International 

IPC — Association Connecting Electronics Industries 

Mississippi Manufacturers Association 

Motor and Equipment Manufacturers Association 

National Association of Manufacturers 

National Cotton Council of America 

National Marine Manufacturers Association 

New Jersey Business and Industry Association 

Non-ferrous Founders’ Society 

North Carolina Citizens for Business and Industry 

North Carolina Manufacturers Association 

Ohio Manufacturers Association 

Packaging Machinery Manufacturers Institute 

Paperboard Packaging Council 

Precision Machined Products Association 

Process Equipment Manufacturers’ Association 

Secondary Materials and Recycled Textiles Association 

Southern Forest Products Association 

Steel Manufacturers Association 

Textile Distributors Association 

Tooling and Manufacturing Association 

USA Rice Federation 

Utah Manufacturers Association 

Virginia Manufacturers Association 

Waste Treatment Technology Association 

Wheat Export Trade Education Committee 

Wood Component Manufacturers Association 

Wood Machinery Manufacturers of America 

For more information about the Coalition for a Sound Dollar, contact Frank Vargo 
at 202-637-3182 or visit the Coalition’s website at www.sounddollar. org. 
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April 25, 2002 

The Honorable Paul S. Sarbanes 
370 Russell Senate Office Building 
Washington, DC 20510-4302 

Re: High Dollar Value 

Dear Honorable Paul S. Sarbanes, 

I am part owner of an ESOP company in Covina, CA (Coco Pacific Corp). We 
manufacture tooling for the plastics injection industry, worldwide. Three 
years ago we employed 220 people and had gross sales of $34,000,000. Of 
this we exported about $15,000,000. Today we employ 130 people and are 
currently on an annualized sales projection of $12,000,000. We ore barely 
hanging on. In the last 6 months we have only made a profit of $46,000. 

Our problem is the high cost of the dollar. Because of this it has become 
almost impossible to compete with the foreign competition, mainly the 
European and then the Asian Mold Makers, Now the material that is 
standard in our industry, and has been for the last twenty years, has risen 
from 10% to 30% in costs because of the Section 201 tariff. This material 
is tool steel, mainly Stainless Steel 420 grade tool steel. Not only has the 
imported steel companies already roised their prices, so have the domestic 
suppliers. Try staying in business, under these conditions, especially when 1 
am trying to compete with my foreign competition that bids on the same 
jobs I do, with a discounted dollar value. 

Please get in touch with me, as I would very much like to discuss these issues 
with you. Also the next time you are in Covina, I would be R^ored to give 
you a plant tour of what used to be the largest Mold Making business west 
of the Mississippi River. 

Sincerely, 

\UJ-dJUiP 

Paul A. Cockrell 
V.P. Engineering 


81 3 North Cummings Road, Covina. CA 91724-2506 USA 
Tel 1.626.331.3361 • Fax 1 .626.966.421 9 
www.cacopaciFiccom 
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TAYLOR FORGE ENGINEERED SYSTEMS, INC. 

First &: Iron Sirct'ts • Paola, Kanses 6607 1 
Tel: 913-294 5331 • Telexr62192610 
FAX9I3-294-5337 



April 25, 2002 


The Honorable Paul Sarbanes 

Chairrnan, Senate Banking Cte. 

Attn: Laurie Better 

The Honorable Phil Gramm 

Ranking Minority Member, Senate Banking Cte. 

Room 534, Dirksen Senate Oilice Building, 
Washington, DC 20510 


Reference: The Too Almighty Dollar 


Gentlemen: 

As the owner of a small manufacturing company who exports over 50®/o of what we produce, I 
have been beating the drum of the overvalued U S. dollar for more Than a year now. I now 
write to you with my cause, as I believe there is enough support behind this issue to start to get 
attention in Congress, at the Treasury, and in the .Administration. 

We are fabricators of steel plate, and our industry has been complaining about unfair trade 
practices by our foreign competitors for the past couple years. And though I am convinced this 
is in fact happening, making meaningful progress toward solving this problem is difficult, long, 
expensive, and political. The equally debilitating problem is the rise in the dollar over the past 
24 to 36 months. 

Several issues have lined up in support of a weaker dollar. If we expect our economy to 
recover, we need to bring our trade deficit closer to balance. I do not believe this means import 
less, but export more. As a fabricator of steel plate, if we have any hopes for the Section 201 
trade case succeeding- nullifying the penalties with a stronger dollar will sink this effort. If the 
administration expects to get results from their energy policy, they are going to need domestic 
capacity. Many companies like ours have gone out of business over the past 2-3 years and we 
will be incapable of supporting a program increase. 

The direct effect on our compan> is seen on both domestic and international projects. In 1998 
over 30% of our total sales were going Korea. Today, 0% is going to Korea. In 1998, we 
had minimal competition from Italy, some from Canada, and none from Korea for domestic 
business. Today, almost 40% (by weight) of !he steam drums purchased for combined cycle 
power plants in the U.S. are coming from Korea; over 50% of the reactors for refinery 
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applications are coming from Japan, Italy and Belgium. Canada is able to buy “dumped plate” 
and circumvent the trade case sanctions and penalties by shipping in fabricated product at $0.63 
Canadian to Si.OO USD. 

It appears to me that the dollar i.s not moving in step with the rest of the economy. History has 
shown that minimal action by Congress, the Treasury, or the Administration regarding an 
overvalued dollar is enough to make some impact. More aggressive steps are necessary, but a 
policy statement would be a .start. Open markets, fair trade, and free trade, apply to monetary 
policy as well manufactured goods. 

My hope is that mine becomes one of many voices from the U.S. manufacturing industry 
voicing the same concerns. Thank you for your time. I would be happy to hear your comments. 


Very truly yours, 

TAYLOR FORGE ENGINEERED SYSTEMS. INC. 


Michael G. Kilkenny 
President 
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P.L. ftjrter Com 

6355 DeSoto A'.f, 
Woodland Hills, CA 91367-2637 lSa 
vww-plporte^cor 

Facsimile Tt'ansm"? 


Date: 

To: 

Fax: # 

Company 
cc: 

Subject: 

Gentlemen, 

1 am the third generation president of a manufacturing business started in Los Angeles by my 
grandfather in 1947. We supply aircraft seating mechanisms (the little round button seat rec.: v.. 
to customers worldwide. 

In the past 1 5 years, most aircraft seat production has shifted from the USA to Europe, As a 
result, most of our direct competitors are European companies. You already know the unfair 
competitive advantage our European competitors have gained since the introduction of the Euro 

We don’t want to move our company to Europe to remain competitive. That would mean 
the loss of hundreds of jobs, at our company and at our suppliers’ companies. We successfully 
reduced costs through product and manufacturing process innovation — in dollar terms — but we 
stili lost ground against the Europeans in Euro terms. 

We estimate that 100 jobs have been lost at our company alone due to the unrealistically low 
value of the Euro against the dollar. So doing “nothing" has a great cost— for me as a business 
owner, and for you as government leaders, and, most notably, for the individuals affected 

A strong dollar is good for the consumer economy for only a short time. When enough eccr- 
dislocatlon occurs, there won't be jobs for American consumers to hold, in the l-o-n-g run, ; 
will reduce the value of the dollar and bring everything into economic equilibrium, but at what cost 
to society? Too great a cost in human terms, in my opinion. 

I strongly encourage you to take a leadership position to ensure foreign currencies are not 
artificially depressed to stimulate export industries like commercial aviation in Europe and 
elsewhere. 


Sincerely, 



Chairman & CEO 


April 25, 2002 

The Honorable Paul Sarbanes 
The Honorable Phil Gramm 
Senate Banking Committee 
202 - 224-2080 
202 - 224-7381 

Coalition for a Sound Dollar 


Gregory P. Lennox, CEO 

+1-818-313-6037 

+1-818-610-1821 
glennox@plporter.com 
1, including cover sheet 


Human Impact of Strong Dollar If you do not receive all pages, please contact sender. 
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:dmon 


April 25, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte 
\ttn.; Laurie Better 

oni 534, Divksen Senate Office Building 
-.VAshmgton D.C- 20510 


Dear lUr, Sarbanes, 

The Redmon Company, a 1 18-year-old privately held U.S, manufacture of consumer goods, is 
being hurt by the unusually hi^ value of the dollar on the world markets. 

It’s a two-edge sword! On one side we are less able to export our prodi ct around the world 
because of the increased cost to our customers abroad as the dollar increases. On the other side 
our large U.S. customers like K*Mart, Wal-Mart, Sears, and J.C, Penney are buying direct from 
abroad ratlier than from us because the price is much better due to cxchmige rates. 

‘■ 'le over valuation is hurting not only the economy, but companies like'ours who are providing 
-■Vmerican jobs. Would you please address this issue by intervening to bring the dollar down to a 
more acceptable level? 



Peter Redmon, President 
W C. Redmon Company 
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n/letall 


Engineered Products 

4180 South Creek Road • Chattanooga, TN 37406 USA 
Phone: 423/622-4131 • Fax: 423/622-2227 
E-Mail: ken.scliorlc@.inetaltekint.cQih 

April 26, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office 

Washington, DC 20510 

RE: SOUND DOLLAR COALITION 
Dear Sir: 

We are a small non-ferrous foundry and machining facility in Chattanooga, 
Tennessee. 

I am writing to ask your help in reducing the value of the dollar to a level which 
would help U.S. companies compete with foreign competition. 

We are In very competitive manufacturing markets and have invested in people 
and capital tools to increase productivity. With, the dollar overvalued, it is making it 
extremely difficult to compete with foreign competition.’, 

A year ago we employed 104; we currently employ 67 people. September 11"' 
certainly had a negative effect on us. The over valuing of the dollar has also had a 
negative impact on our industry. . .. . 

, f We see oompetitionfrpo) New .Zealand that generally is 30% below current U.S. 
market pricing.;; , 

Also I'm enclosing a current advertisement that ran in one of bur trade 
association-magazines, tt shows competition from Chile wanting sales representation to 
sell direct into the States. 

Please make every effort to help our employees and our companies In the United 
States compete on a level pjayitig field. 5 „ , , 

Sincerely, 


Kenneth Schorle 
President 
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HELP WANTED 


SALES TO SALES MM4AGER- Iron foundry 
looking for someone to fill op«i Sales Posi- 
tion ttiat will evolve Into Sales Manager posi- 
tion in three to five years. Foundry back- 
grourKf and experi«tce a pkis. Box 2698, 
(Jo inodeni casting, 605 State St., Des 
Plaines, IL 60016-8399.*^ 


PATTERNMAKEIVJOURNEYMAN-Wood/ 
metal/plastic. Sunny SW. 91 S/S77-3343, Fax 
91S«77-707t. 


QUOTING ENGINEER- Ward Corporation, 
spectalizing in aluminum sand, and {nrma- 
nent mold c^ngs, is seeldng a qualified 
Quoting Engineer, (^aiifioations; Experience 
in ^ndry engineering, basic tooling design 
- and Murt thnr- - 

ou^ understanding of mieprints and ge^ 
metric tolerancing. CapabSe of processing 
casdng quotadon from blueprints or CAD 
dies, baste knowledge of CNC machining. 
At^ity to work as a team member, ability to 
commimlcBte with customers, supply engi- 
neers and purchasing. We offer a competi- 
tive ^ary, group health and life insurance, 
hjition reimbursement, paid holidays and 
vacations. Send resume to; Ward Corpora- 
tion, 642 Growth Ave., Fort Wayne, IN 
16806. Fax 219-420-1919. 
jnall: fnarcb#wardcoro.com 
feb sHe: www.wafxlc ofP.com 


^OREROOM SUPERVISOR > Green sand 
nobake fomdry kwking ter Coreroom Super- 
visor. Must have eiqiwlence In hot, cold, and 
nobake processes. Salary based on experl- 
enr». Please submit resume along with sal- 
ary requirements to: Human Reseureas 
McConway & Torley, 1 09 48(h 
SL, PHtSburgh, PA 1520'. EEO/AA. 



REPS WANTED 


SALES REPRESENTATION needed for 
Texas, Oklahoma, and possibly other SW 
states. We are bulling a national sales net- 
work, and this is your opportunity to get 
aboard. Principal e Macaulay Foundry, a 
pioneer of large, highly complex duc- 
tile, and high alloy titm castings. Reply with 
resume and references via email to; 
macauiavQmetalcastInc.com 


SALES REPS NEEDED - Paragon Metals, 
Inc. Is a. Chciriotte, North Carolina based, 
global siqipfier of engineered products in- 
cluding dudila, malleable and gray iron, me- 
dium to high volume castings for automo- 
tive, railroad freight car, Class 6 trucks, au- 
tomotive transmission, tire molds, 
eartemoving equipment and other industrial 
markets. We mtintain a number of joint ven- 
tures and strategic aHiancss whh partners in 
Chins South K orea. Taiwan and South Ai--_ 
addKion. we are naaring oompMion 
of NVF, a new worte Class, joint venture iron 
foundry in Korea, equippMl with a 230C 
DISA Ngh speed molding machine and a 
LOI continuous t^>e heat treat. We spedal- 
ize In duetto, and maileabie Iron cast- 
ings up to 30 lbs.; with capabilities tor heavier 
castings up to 1200 lbs. or more. We also 
manufacture aluminum die-castii>gs, closed 
die forgings, autemotive leaf sprlrtgs and 
pole line suspendon hardware. All castmgs 
are sold P.O.B. Paragon Metals' Charlotte or 
other regional warehouse, or to the 
customer's plant. We are seekJrtg dynamic 
and product krwwiedgeatto rep group(s) to 
cover noilhem and southern CalHomia, the 
Pacific Northwest and British Columbia, 
Canada. The ideal multi-person agency will 
have 10 years e9q»{ienc8 selling castings 
and a soUd famHiarity with the industrial base 
in die territory. Pleass fax or email your letter 
of introduction to; ,j«ck Richards, Mrector, 
IntWTUrtteiMl Sales 8-. Marfcetii>g, Paragon 
Metala, Ir^e., 7910 CresoPiit l^ecutive 
’Mve, Puttb roc, Charlotte, NC. 29217. 
PtKino;98iV235-1452. Pax: (980) 235-1415. 
Tma6; teuk J tehardsfliLaraaoninBtate.cx>m 


REPS WANTED 


sGiePS WANTED - Established in 1941 as a 
non-ferrous foundry. SORENAhas become 
a major producer of bronze parts for heavy 
industry in Chto and the rest of South America 
We are oirraitiy establishing an office in tee 
USA to deveit^ business retation^ips vrite 
OEM's produce heavy equiprnent for 
such industries as: ore crushers, pumps, off- 
road equipment, cranes, heavy duty convey- 
ors, gear blanks and speed reducers, turbine 
seals, bearing cages and machine tool parts. 
SORENA has a sand foundry, centiifuga) 
capacity to 53* and vertical and horizontal 
contlnuixjs cast machines, a CNC shop and 
conventional equipment to machine up to 
130* diameter. Currently most MANA territo- 
ries are open. Please contact Tom at 80(^ 
478-0667 or fax 609-596-1424. 


MANUFACTURERS REPRESENTATIVES 

WANI^ - Sand, tevesffnent castings and 
dre-castings. We off er parts to print, as cast, 
macnirwo; Pointed, pt^eo ano assembled to 
customer specifteations. Excdlent prices on 
parts and tooling from Asia shipp^ to and 
inspected in our U.S. warehouse. All import 
paperwork tendled by us. Parts shipped FOB 
Columbus, MS. ISO certified sources and 
U.S. sales and technical support from G.C.R. 
with over 20 years foundry experience. Send 
resume and line card to Gk^ Casting Re- 
sources, 1 18 S McCrary Rd., #109, Colum- 
bus, MS. Fsx 662/326-2274. 
wsb Site: gtebMfi»tiagn»oi«^t,£g[ii. 


ESTABLISHED INVESTMENT CASTING 
foundry seeking Manufacturers Representa- 
tives on account basis. All replies confiden- 
tial. Box 2690. c/o nwdem casting, 505 
State SL, Des Plaines. IL 60015-8399. 


REPS WANTra - Manufacturer eff powerful 
industrial vacuums seeks Manufacturers 
and Sales Representatives to promote its 
products. Stephen Schoenberger, Vector 
Technologies Ltd., Itecuum Engineering 
Oroup, 800832-4010. 


business) CNC horizortSTaiVvjrtted ma- 
chining center job shop working on ferrous 
and nonferrous castings, forgings, wrought 
parts, etc., is seeking que^d representa- 
tion outside Wisconsin. Shop is non-union, 
has QA manual and te working toward ISO 
9000 certificatiem. Fax or -Tiajl your cover- 
age, resume and references to; TMC, 2222 
S. Calhoun Rd., New Berlin, Wl 53151. 
Fax 262/782-7150. 


SALES REPS WANTED - Large gray iron, 
ductile iron, aluminum sand casting foundry 
in Ontario, Canada ^^edalizing in highly- 
cored castings is seeking experienced repre- 
sentation throughout the U.S. Technic^ and 
safes bacl^round in ferrous and alwrunum 
castings a (irius. Please submit re)^ to J<^ 
Vickers, Vice Presidwit & General M«t- 
ager, Wabtec Foundry Limited, 40 Mason 
S&e^ Waliaeaburg, Ontario N8A 4M1. 


HWLFACiHjrER 1 BP 

T1VE8 - OPPORTUNTTIES NATIONWIDE - 

Q Cast Murntnum based in New Seilin, PA is 
a Quality alumina sand casting company 
serving the park and ptayground, transporta- 
tion, cor«truction, ma^inery and many other 
Induobles. We €ue toctong for independent 
Manufacturer's Representatives tor territo- 
ries in the U.S. Wn ere on a quest to expsuid 
our presence n^nvride arrd are seeking 
professional rspresentafives to grow with us. 
This is our 47lh year. Though we «e a very 
weA estabtohed company, the con^>any is 
young, aggressive and airrtog towards eorv 
tinued future success. We are ISO 9002 reg- 
istered, have excellent emptoyees and have 
earned our top njstomer suffer award In 
quality, delivery er>d service. Come jan us 
and be part of ojr success. For consider- 
atiem, please send Information to; GenerM 
Mwia^, Q Cast Aluminum, 809 Mwlwt 
St, PO Box 525, New Berlin. PA 17KS m 
E-maii: dlgpw«3Aq»-fnan.conl 


SALF fl HERB II A I f T TB - r u i sa H r a^r^ 
rous and nonferrous castings, forgings, and 
machine parts from China and Mexico. Very 
attractive pricing on raw or mar^uned parts. 
Excellent sates and er^ineering sxkfoort 
Many areas are still avaa^Xe. This is a great 
r^X^oitenity for reps tetarested in <^et1ng tXf- 
shore sources to their customers. Pfease 
send resume to: Oenny Johnson, Oversea 
Link, 6606 Route 96, PO Box 25340, 
Farmington NY 1442$. 


SALES REPRESENTATIVES: SAND & IN- 
VESTMENT CASTINGS - High quality, 
competitively priced supplier of steel and 
all stainless grades is happy to reward you 
for your strong personal contacts. We offer 
a $tr<mg commission schedule for your re- 
lationships with the people making the buy- 
ing decisions. Ferralloy, Inc. 440/331- 
3900, Fax 440/331-3901. 

Website: www.temiHov.eom 
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April 26, 2002 


Honorable Paul Sarbanes. Chairman 
Senate Banking Committee 
Fax: 202-224-7391 

We arc a privately held company with its headquarters located in western North 
Carolina. Our roots are in textiles but, mostly because of imports, some years ago we 
began to shift our resources toward manufacturing a variety of mihesive tape products. 

As part of this transition, we have built a substantial export business. We now have 
distribution, facilities in six foreign countries. 

We have worked hard at exporting because we knew we were truly part of a 
global market and we believed there was huge growtli potential in exports. More recently 
the unreasonably strong dollar iias drastically changed the economics and, not only is it 
impossible to compete in textiles, but our adhesive tape products are experiencing the 
same effect. All the technology, investment and marketing efforts cannot overcome a 25- 
40% disadvantage in currency. The cuircnf strong dollar policy will eventually drive 
most manufactunng off shore. This situation is extremely difficult for us and I cannot 
believe it is good for our country. I do not understand why it is that we are so frequently 
put at a disadvantage by our own government. 

Very truly youre. 

Pope Shuford 

Chainnan 
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O.Carolirva Mills,. 

PO 80X157 
MAlDgN. NC 28650-0157 
828-429-9911 


April 26. 20D2 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn: Laurie Belter 

FAX: 202-224-2080 

Dear Mr. Sarbanes: 

i am enclosing a copy of an article from the April 19'^ issue of The Gaston Gazette , the 
local newspaper for Gastonia, North Carolina. The article outlines yet another plant 
closing by our company, Carolina Mills, Inc., and the devastating impact on some ver,^ 
good people and the surrounding community. 

Over the last two years we have closed eight plants displacing more than 1,20D 
employees. Since 1997 the textile industry has closed more than 200 piants and disp'^oc^ : 
more than 170,000 employees. 

I have been in the textile business for ever thirty years and we have always fought chiriiw 
labor and foreign imports. We had been very successful up until 1997-1998 by 
aggressively modernizing and automating our plants to remain competitive. However, 
since the Aslan crisis and resulting devaluation of currencies, we have seen a precipitous 
drop in demand and incredible price pressure from products all over the world. In many 
cases today if we put ‘‘ZERO’* cost In for labor we cannot compete. This makes it crysta' 
clear that other factors such as the strong dollar (as much as 40% change in some 
foreign government subsidies, illegal shipments, and manufacturing conditions w'lic - 
would be illegal in our country have all combined to crush our industry. 

It should be obvious that our overvalued dollar and these other factors, if left unchecked, 
will eventually eliminate all manufacturing sectors of our economy. The loss of jobs and 
the resulting loss of revenue are already seriously impacting local, state, and federal 
budgets. This loss of revenue wilt accelerate with more people out of work and mer 
companies either not profitable or in bankruptcy. At the same time the demand 7^ 
services and assistance will grow exponentially, thereby exploding deficits. 

I would respectfully ask that you and your committee make every effort to bring the dollar 
to a sound, but more reasonable level before it is too late to save our strategically 
important manufacturing base. 

Very truly yours, 

Steve Dobbins 
President and CEO 

ftie 









Lakeside 


To; (HTTP;//CAPW 1 Z.C 0 M/NAM/ 1 SSUES/ALERT/?ALERT 1 D= 14 ', , 

Subject; OVERVALUED DOLLAR 


04/26/02 


Pteme take into consldefation the problems caused for the textile industry due to the overvalued dollar. Our industi y 
suff^ed tremendously with plant dosings and lay-offs with ntany employees unable to find work in other industries due 
the suffering the same fete as our indust^. 

please understand that the textile industry is In deep trouble directly due to irnports. This Industry has been the back 
bone of the economy for many years. Employees and ex-employees now have the feeling that our very own gcve' - 
haa sold out the industry. 

In 2X1, 11 6 textile mills were dosed and 67,000 employees tost jobs. Since the rise of the dollar in 1997 : 
dosed and ITT.XOemployeesweredlsplaced. Atlthisisduetoimportsfromcountriesthathavenohumri^.' 
concern for their employees other than the amount of production that can be made. 

Why do want to run us out of business? Textile plants end employees have been good corporate citizens, have p.j’ 
tax^, and help to make this country what it is today. Will you please help us stay afloat and allow for U.S. citizens >/- 
build productive lives. 


Secretary O'Neil is staunchly in favor of the strong dollar even with all the information available to him. He hH- '• 
referred to U.S. companies aa whiners and states that he has no sympathy for ar>y of us, Why then. In 19BS d .i: 
similar rise in the dollar, did he say "the strong ddlar has turned the world on it's head". He made this stateme' 
at the time Mr. 0"Neil was president of International Paper and was. at that time, in touch with reality. The situation 
that time watt affecting him. It evidently does not now. 



/JoeySttatSom*' 
TNS^^IULS. INC, 
334/667.2491 (Phone) 
334/667-0751 (Fax) 
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Kvaerner Songer 


April 26, 2002 


The Honorable Paul Sarbanes 
(FAX: 2Q2-224-2060) 

Chairman, Senate Banking Cte. 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 

Attention; Laurie Better 

Subject: Coalition for a Sound Dollar 

Gentlemen, 

The U.S. dollar has soared nearly 3Q percent over the last few years, and badly hurts U S. 
manufacturing, farmers and many sen/ice workers. Kvaemer Songer stands behind The Coa i^or 
for a Sound Dollar, in its efforts for a change in U.S. dollar policy. 

Kvaerner Songer is an industrial construction company that has been a dominant player withr 1 
steel industry The drop in exports over the past few years, within the steel market, has not oriiy 
effected Kvaerner Songer, but many other companies associated with the industrial construction 
market. If the industrial marketplace loses or has significantly less export capabilities due to the 
increasing dollar value, industrial construction loses as well, (no money, no upgrades, no work) 

We challenge the U.S, government to stand up and stale publicly that the dollar is out of line w th 
economic fundamentals; to stop giving the impression the government is pleased with the dollar, no 
matter how strong, and to commit to cooperating with other major countries to ensure that market 
forces can work to bring about more realistic exchange rates. 

We are asking for your help. 

Sincerely, 


KVAERNER SONGER, INJB^ 



President 

JHMitma 


The Honorable Phil Gramm 

(FAX; 202-224-7391) 

Ranking Minority Member, Senate Banking Cte. 
Room 534, Oirksen Senate Office Building 
Washington, DC 20510 


COALITIONforaSOLJNDDOLLAHJhm_4_26_02.doc 
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$Bi^m MiUs 

Southarn Mills, Inc. Philip S. Vincent 

6501 Mall Boulevard President & Cf O 

RO. Box 289 

Union Crty. Georgia 30291 

770-969-1000 
FAX: 770.969-6846 
p)i!lv@sorniiis,oofn 

April 26. 2002 


Honorable Paul Sarbanes 
Cliairman, Senate Banlong Commirwc 
Urj.led Starts Senate 
309 Hart Building 
Waslimgton, DC 20515 

Via. Fax: 202-^224-2080 

Attention: Laurie Better 

Dear Senator Sarbanes; 

Re: Strong U, S. Dollar 

Southern Mills makes inherently Game resistant protccti.vc fabric fbr such applications as firemen’s bunker gear, including aJl oi 
die fabrics for the New York Fire Deparanent. Our fabrics helped save thousands of lives on Septembei U, 2001. 

Unfortunately, our biggest competitor is in. Canada. We arc contjauing to lose business to the Canadian company becaus'c c : 
overly strong dollar versus tlic Canadian dolJar. Indie fiic service indtKCry we liave lost 20% market share to our Carac!: - 
competitor is the past rive years. 

Tliis also applies to our indusinal customer base - companies who use our fiame resistant fabrics to make safety garments ic: 
petrochemical and utility workers in the U. S. We have lost 15% oftliis market share over the same time period. I vjvjdl)' recall 
tiic 19?0’s whenwc were exporting a lot of textile products to die Caiiad3.Hns when the Canadian dollar was at a premium, to the 
U. S. d,oilar, Business was good in those days. 

These same protective fabrics go into military apparel for tfie Army, Navy and Air Force. We have already beer iV rt c'i : 
down one plant due to lost revenue and profit- There will come a day when our military will need U. S. made texrj.|,e procuci-. 
China will not be willing to sell us textiles if they happen to be the enemy. 

Surcly you are interested in preserving the American manufacturing sector that has made America great. Tlic service industr, . 
which has grown so much in die last 20-30 years, docs not add value to the great natural resources and agriculturally produced 
products tlut the U. S. is blessed wj.th. Manufacturing docs add value to our economy. The continued loss of manufactunr.i- : 
foreign countries is bringing down our economic dominance. One day China will ruie the world the way tlie United Slates h r- ' 
tlic past 100 years. 

Please change your policy of a stroi^cr and stronger dollar. It is destroying the very important manufacturing sector of 3 ji 
economy and putting many Americans out of work. Since 1997 when Ac dollar started to rise, the textile industry alone has - 
1 77,000 texti.le jobs and 2 1 5 textile iruJJs have been closed in die United States. 

On May 1 please think of Americans first and work to reduce tiiis very damaging strong dollar, Our indus^ is counting: i r ; 
B^tregards, 

Pliilip S; Vincent 
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TNS Mills 

FAX 


To. Honorable Paul Sarbanes 

Chairman, Senate Banking Committee 
Attn: Laurie Better 
Fax 1-202-224-2080 

From: Alan R. Austin 

General Manager Finance and Accounting 
Office: 864-25.5-3524 
Fax: 864-298-0235 



Date: April 26, 2002 
Ref: Over-valued dollar 


Pages: 1 including cover page 


Fact - In the past year TNS has closed 1 5 of 23 textile plant operations ( 65% ). 

Fact - Reduced the total number of employees from 2,400 to 890 ( 63% ). 

Fact - Sales have fallen from $28.9 M in March 200! to $!3.4 M in March 2002 ( 54% ). 
This is due in large part to the OVER-VALUED DOLLAR. 

Government is always doing something for the guy overseas. 

What is the guy overseas doing for us? 

Not a lot. 

How about doing something to protect our future and that of our children! 

We'll be paying closer attention to what you, who are suppose to be our representatives, 
are or are not doing for us. 
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L^lh. 



Honorable Paul Sarbanes 
Chairman, Senate Banking Commillee 


FAX: (202) 224-2080 
ATTN: Laurie Better 

The noocl of low priced Asian inrpoils has hurt our company. Leigh Fibers, and caused us to rod.;.:c 
our workforyc. Wc now employ 20% fewer people than 1 year ago. and even fewer compared to 3 
or 4 years ago, 

The weak Asian currencies, or conversely the exceptionally strong US. dollar, is a major ptut of the 
reason bcihind our company’s contraction. Our finn recycles the industrial fiber scrap of textile, 
fiber and apparel companies, and their business bus been decimated by imports. Wo arc hurt in turn 

Wc don't need a weak U.S. dollarjust a dollar fairly priced relative to historical levels. Please .i, 
the value of tlic U.S, dollar decline a bit, so that we, and the rest ofthe manufacturing sector, can 
remain in business in the U.S. 

Sincerely, 



Carl P, Lchncr 
CEO, Lcjgh Fibers, Inc. 

/mt 
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SeCQNDARY MATERIALS AND RECYCLED TEXTILES 


SMi^RT 


7910 VvOCC'., ■' • 

BETtlESCA. •- - . 
PHONE: 301766C- 
FAX: 30V6SC- 
E-MAU.' 5mcin.i.'ini'’ief0i« 
WEBPAGE www.siTUtrias 


April 26, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Room 534 

Dirksen Senate Office Buildmg 
Washington, DC 20510 

By Fax: 202/224-2080 


Dear Senator Sarbanes, 

Industry members whose livelihoods depend on exporting recycled textile materials have 
been hurt badly during the past few years from the strong dollar. Many of these companies arc 
located in Maryland, as well as nationwide, and are involved with recycling clothing, mill ends, 
remnants, and manufacturing industrial wipers, 


U.S. exports have dropped $140 billion in the last 18 months alone forcing many 
companies nationwide to layoff workers or shut down completely. Our industry in particular ha- 
been hard hit! Action must be taken immediately to bring the dollar in line with other imc.r i 
economies. We ask that you use your influence to make a commitment to work with .• 
countries to ensure that market forces are free to bring about more realistic exchange ra*.:- . 

Should you or your staff need additional information, please let me know. Thaitk you for 
your assistance in this matter. 



Executive Vice President 
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CHERAW YARN MILLS, Inc. 

Of QutM^ '^^arns 



EST. 13;. 


Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Atten: Laune Better 
Fax: 202-224-2080 

Dear Senator Sarbanes, 

1 am wntmg to you to express my concern about the over valued dollar and the 
disastrous impact on our company 

Here are specifies: 

(1) Our employment is down 40 jobs (15%) as a direct result of the Asian currency 
fall. Asian yam is so cheap that sometime it is less than our raw material cost 
here in the United States. 

(2) The impact on our town of 5000 in rural South Carolina has bit hard. We are 
the oldest manufacturer in our county and have supported our community for 
many years. We have done very little .since the late 1 990's as we have not been 
profitable. This is a direct result of the dollar strength and the weakness of the 
Asian currencies. 

We need help promptly to bring the dollar back down to nomial levels. This is a 
critical issue for all of us in manufacturing. Thank you for your support. 

Sincerely Youns, 

CHERAW YARN MILLS, INC. 


President and Treasurer 
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MOUNT VERNON 

April 26, 2002 


Honorable Paul Sarbanes 
Chairman 

Senate Banking Committee 
Washington, D C, 20515 

Subject; OPPOSITION OF “Strong Dollar" Policy 

Dear Senator Sarbanes: 

Mount Vernon Mills, Fresno Fabrics facility, is the only textile mill located west of 
Texas and is proud to be part of Mount Vernon Mills Inc., with corporate offices in 
Greenville, S.C, As a textile company we are extremely concerned about the 
current administration's strong dollar policy and the effect it has had on our 
industry. 


Due to the current economic situation in our country, this plant was forced to 
reduce our workforce by 10%. In addition, during the summer of 2001 we were 
forced to run our plant on a reduced workweek schedule for three long months 
which was hard on both our employees and our business. In order to compete we 
need your help to begin to give American manufacturers a more level playing field! 

As an "American Company” we need this administration’s support to help us turn 
our economy around and to keep America strong! One of the best things we can 
do is to keep producing “American Made" products with the American workforce. 
However, this strong dollar policy is NOT helping the textile industry! 

Please help us compete in the world market and to keep our manufacturing 
facilities open! Join us in opposing this policy! 


Sincerely, 


ixht- 




P 

Patty Alves 

Human Resources Manager 
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1 am the Hiimart Resources Manager for Mount Vernon Mills, Inc,, a textile company that 
currently employs 1 50 employees in Cleveland, Georgia. I am veiy concerned about the effect 
that the Current administration’s strong dollar policy has had on the manufacturing sector of the 
country , and particularly on the textile industry. 

The dollar is up 30 percent against major currencies sin£» 1 997 (and much more than that against 
major textile manufacturing countries like Pakistan). That's just like placing a new 30 percent 
tariff on U,S. products. U.S. goods, and particularly goods in the textile industry, are being 
priced out of foreign markets - and even out of ouf own markets. Manufacturers arc being 
pa.iicuiarly hard hit, and are losing sales and laying off workers. In the past two years. Mount 
Vernon as a whole has decreased our workforce by close to 10% (including 50 employees from 
our own facility here in Cleveland, GA), much of it related to decreasing operating shifts at 
various divisions due to lower demand for our products - directly related to imports from 
countries whose weak currency makes it very hard to compete. The playing field was never level, 
but has been lilted even further due to the strong dollar - especially in comparison to Asian 
currencies. 

Can we compete? Given anything close to a level playing field, we at Mount Vernon know that 
we can compete with and beat anyone in the world. It is time to stand up for manufacturers (and 
the textile industry in particular) and begin to level the field for a change I do not think we want 
to be dependent on other countries for all manufacturing. If you believe otherwise, I think this 
country is in real trouble. 

The Adminislration needs to acknowledge that the problem is serious and should stop saying it is 
happy with the dollar no matter how much it rises. 


Matt Umbehant 

Human Resource Manager 
Mount Vernon Mills 
245 Hulsey Rd 
PO Box 2149 
Cleveland, GA 30528 
Tel: (706) 865 - 2322 
Fax; (706) 865 - 6213 


MOUNT VERNON 



179 



American 
Iron and Steel 
Institute 


April 26, 2002 


1101 1711-1 tillOft. NW 
Riiiic 1300 

waiioincTon, OC 20030 1 roo 
Phone 202, 45C 
ra,\ ?02.4C3.G573 
tininil nshMkey«>ut'ii.( yi;- 
WWW suioi.orp 

Andrew S. Shnrkey, II! 

Pri.'2nlC'iK .vn) CEO 


'Ihc Honornbk’ Paul Sarbanes 
Chairman, 

Senate Banking Committee 
Attn: I>ainie Better 

Room 534 Dirkson Senate Office Building 
Washington, DC 20510 
By FAX 202-224-2080 


I he Honorable Phil Gramm 
Ranking Minority Membt * 
Senate Banking CommiU?<' 
Room 534, Dirksen Senate Of I ice 
Washington, DC 20510 
By FAX; 202-224-7391 


Dear Senators Sarbanes and Gramm: 


I wiile on behalf of tine U.S. member companies of the American Iron and Steel 
htslilule, who together account for more than two-thirds of tlac raw steel produced 
annually in tlie United States. Thank you for agreeing to hold a hearing on May 1 
to hear important testimony on tlte problem of the overvalued U.S. dollar. 

The overvalued dollar is a significant problem for America's steel producers, F'or 
an industry chat is already suffering unprecedented injury duo to unfair anti 
disruptive, illegally traded steel imports, tlic overvalued dollar is making maUens 
worse. 


It is not only harming U.S. steel producers directly in the form of increased 
imports, decreased exports, lost production and lost jobs, but is also hurling oa ■ 
industry iniUrcclly through the serious negative effects it is having on our U,6, 
cu.slomer ba.se. Attached is a one-pager that summarizes the issue from a steel 
indushy standpoint. 

Unless the Administration changes course in its current "sti'ong dollar'' policy, 
new free trade initiatives will be in substandal jeopardy, We thank you for giving 
careful coirsideratitm to our concerns and to the views of lh€> National Association 
of Manufacturers and other indu.stry experts who will be testifying on the do!;<^,. 
problem at the May 1 Senate Banking Committee hearing. 


Sincerely, 



Anrlrew G. Sharkey, III 


Attachment 
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May 1, 20. 

STEEL - IMPACT OF THE OVERVALUED DOLLAR 


Inlfodu ction 


Tho slcci industry in the United St<»les is in crisis. An unprecedented surp,o of dumped, 
subsidized, disruptive and illegally traded - imports has caused severe and long-.stnnding 
damage to America's eumpeLiLive steel companies, employees and coinnmnitics. Much of the 
industry has been driven into bankruptcy, parts into liquidation, and more will follow if tliore is 
chanp,L’ from current trends. There is an urgent need for the industry to continue ttvmsfojn’-; . 
it.scif through a combinalion of ongoing self-help cffoi'ts and sound public policy, 

The r ixcluingo Rate Is s ue 

There are diverse variables that affect comparative costs of sleelmaking, with exchange rate 
difforcnlinls being the rnainr factor in global comparative cost analysis, parhcuUuIy in die Inst 
several years. Ii\ this regard, there is no question that Uie overvalued U,S, dollar has adversely 
iiffecicd the competitive position of U.S. steelmakers, as shown in the most recent "cost curve" 
analyses by World Steel Dyii.!imics (WSD) and Donald Barnett of Economic Associate.? Inc., which 
lake into account the current elevated exchange rate of the U.S. dollar against otl'iCr currencies, 

( heso numbers show an exchange rate penalty of approximately $50 on a $300 product, This is cr, 
top of Ihe injury steel is suffering from unfair and disruptive, illegally traded imports, 

nxchange rate thtta from iho Federal Reserve for major steel-producing countries illustrate ti . ; 
impnet of thenvcrvnlueil U,S, dollar over the last three ycni'S. Between January 1999 and Jri v. : 
2002, the U,$. dollar appreciated in value by 17 percent against the yen (Japan), 31 percent uga. ' ■ 
the euro (LIU), 57 percent against the real (Brazil), 12 poi-ccnt against the won (Soui Korea), and ; 
percent against the Taiwan dollar. Also, just this year, the de-linkmg of the Argentina peso to Uve 
U.S. dollar has resulted in that currency losing 70 percent of its value against the U.S, dollar, 

A good example of what can happen when a troubled economy devalues its currency and how . 
simply transfers the problenr to theU.S. steel industry occurred in 1998, Tlaat year, when Russia 
devalued Lho ruble by 75 percent against the U.S. dollar, extremely inefficient Russian steelmakers 
.suddenly went from being high cost producers to among the lowest cost in the global steel 
imiusUy -- and they ditl it without investing a single ruble in increased productivity. This is a 
major iwiscui why the WSD ivilirg ha.s moved Russian steel nulls to their current "low cost" stnLu.s 
Compare this urlificial boost in competitiveness witli the more than $60 billion spent by U,S. steel 
producer.? since 1980 to modernize and improve steelmaking faciliiies in our country, 

l ho overvalued dollar is also hurting the U.S. steel industry indirectly. America's "indirect stCv 
Uaclo" balance (our country’s imports and exports of slecl-containing products, expressed in tL 
of ,‘ileel) has deteriorated by nriilions of tons in recent years, Tliis deterioration in our iudir • . 
trade haiance is of .serious concern to U.S. steel producers. However, it does not rGse.’! h, 
genuine decline in competitiveness among steel's U.S. caslomer base because, in many > 

U.S. manufaclurGr.? continue to I'tmk among die world's most competitive producers of Ihgl . 
quality steel-containing good.s. Rather, this deterioration in America's indirect steel trade balance 
is due largely to macroexonomic factor.? including, in particular, the overvalued U.S. dolkir, 
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SOUTH 

CAROLINA 



SEf irj tztii 

NMNUFACTUACnS 

A L L I A N C £ 


Apri,l 26, 2,002 

The iionqrabJe. Paul Sarbanes, Chairman 
United States Senate Banking Committee 
Attenuon:-Uauri 'Better 
Fax Number; (202) 224-2080 

Dear Senator Sarbanes; 

On behalf of tJie Soutli Carolina Manufacturers Alliance, its more than 85 members and 
representm^. morc.,than 85,000 employees in the state of South Carolina, 1 urge you to help us 
change the treasuries strong dollar policy and to act quickly to bring the dollar back down to 
normal andeompetilive levels. 

As you know; this policy has caused the dollar to hit a new 1 6-year high and as a result has mace 
many Americ^>made goods overvalued and costly to consumers, especially overseas. A recent 
National Assoemtion of Manufacturers study shows that the dollar’s rise has caused the loss of 
more than one milhon manufacturing jobs. These are American jobs, many of which will net 
return. 

We must no,t give away our manufacturing base. Manufacturing jobs not only create wealth in 
America, but’ also are among the highest paid and receive the most benefits of any Job class. 

As the Sen^e Banking Committee proceeds with these hearings, we again urge you to reversed 
the strong cellar policy and help us keep, maintain and create jobs for Americans, 


Sincerely, 
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Gary Williams 
VP of Human Resources 
Mount Vernon Mills, Inc. 
113 Thistledown Way 
Taylors, SC 29687* 


April 26, 2002 

Chairman Senate Banking Committee 

534 Dirksen Senate Office Building 
Washington, DC 20510 


Chairman Committee: 

I am the Vice President of Human Resources for Mount Vernon Mills, Inc., a 
textile company that currently employs 5,700 employees in California, 
Texas, Mississippi, Alabama, Georgia and South Carolina. I am very 
concerned about the effect that the current administration's strong dollar 
policy has had on the manufacturing sector of the country, and 
particularly on the textile industry. 

The dollar is up 30 percent against major currencies since 1997 (and much 
more than that against major textile manufacturing countries like 
Pakistan) . That's just like placing a new 30 percent tariff on U.S. 
products. U.S. goods, and particularly goods in the textile industry, are 
being priced out of foreign markets &#8211; and even out of our own 
markets. Manufacturers are being particularly hard hit, and are losing 
sales and laying off workers. In the past two years. Mount Vernon has 
decreased our workforce by close to 10%, much of it related to decreasing 
operating shifts at various divisions due to lower demand for our products 
- directly related to imports from countries whose weak currency makes it 
very hard to compete. The playing field was never level, but has been 
tilted even further due to the strong dollar - especially in comparison to 
Asian currencies. 

Can we compete? Given anything close to a level playing field, we at 
Mount Vernon know that we can compete with and beat anyone in the world. 

It is time to stand up for manufacturers (and the textile industry in 
particular) and begin to level the field for a change. I do not think we 
want to be dependent on other countries for all manufacturing. If you 
believe otherwise, I think this country is in real trouble. 

The Administration needs to acknowledge that the problem is serious and 
should stop saying it is happy with the dollar no matter how much it 
rises . 

Sincerely, 


Gary R. Williams 
VP of Human Resources 
Mount Vernon Mills, Inc. 


Received: from mailsimsl.senate.gov ([156.33.203.10]) by mailexc2.senate.gov 
with SMTP 

(IMA Internet Exchange 3.13) id 009430D7; Fri, 26 Apr 2002 11:01:02 -0400 
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Befh/ehem Sfee/ Corporation 

1170 EIOHTH AVENUE 
BETHLEHEM, PA 18016-7699 

ROBERTS. MILLER. JR. Direct Dial: (610)694-2106 

Chairman OP TW BOARD “2^1 Faceimlle: (610)694-3686 

CHiff EXECUTE OFHCtR E-MaH: i«.millerObetti«teM.com 


April 29, 2002 


The Honorable Paul S. Sarbanes 
United States Senate 
Washington, DC 20510 

Dear Senator Sarbanes, 

We at Bethlehem Steel are concerned about the appreciation of the dollar that has 
occurred since 1997. This is an important issue relative to the steel industry and to the 
overall health of the U.S. manufacturing base. 

The dollar has strengthened to the point where it is imposing a large cost on the economy 
and in particular the manufacturing sector. The tr^e imbalance caused by an over- 
valued dollar causes loss of jobs and long term structural damage to manufacturing 
companies. Companies can be forced to reduce production or close U.S. fectories not 
because they are inefficient but rather because of the strong dollar exchange rate. 

We urge consideration of an exchange rate policy that does not put U.S. manufecturing 
companies at a significant disadvantage relative to our international competitors. 

1 would be glad to help and offer support to this important cause. 
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HUWE;.!. 

PrC-SiO;.-- 

« 

lO MANUFACTURING COMPANY 

2 NORTH JACKSON STRgrr 
POST OTFICe DRAWSR 270 
F0R3VTH. GEOROIA 31029-0275 
{47^ 994-2871 • FAX (47^ 994-0806 
E-MAIL; tiloyBrntthotmail Opm 

April 29, 2002 

Senaioi Paul Sarbanes 

Chairman, Senate Banking Committee 

Attention Laurie Better Re: Banking Committee Dollar Hearing on May : . . . 

Via Fax: 202-224-2080 

Dear Senator Sarbanes: 

As the president of a small 103 year old family textile business located in the heart of middle '3 , 
which is still somewhat a rural community, I ^ gravely concerned about what is happening 
industry due to the policy of our country to support a strong dollar, The year 1999 was a record yea: ; . 
our company, however, as the beginning of the year 2000 unfolded we saw tremendous troubles on the 
horizon, 

Our company is a 100% cotton sales yarn manufacturer that sells principally cotton yarn to the hon;e 
furnishing trade m this country. We attempt to export our product when possible. Lately this has h-- 
completely impossible due to the strong dollar versus other foreign currencies- 

The most damaging aspect we have seen is the flood of imports of cheap scatter rugs into t.'-l; 

This has displaced the need for yam by our customers since the retailer is buying the finished produc. ::t 
cheaper price than can be manufactured in this country. 

In 2000 we operated slightly at a break even and 2001 was an absolute disaster. The first t.n - 
2002 have not changed at all even given the fact that our economy seems to be recovering, 
recession. To us, what we have experienced is a depression. 

In .lanuary of this year we were forced to have a permanent lay off involving 15% of our associates ' • . 
of these individuals had been with our company for as many as 20 years. This wa.s an 
deva.staling decision that we were forced to make, but one which was completely necessary to ; 
remaining jobs. Our company has invested significant dollars in new equipment and technolo-'- 
past two to three years. We are a modern textile manufacturing company. We simply can not v ^ n.j. 
the world due to the policies our government has adopted in reference to the strong dollar and trade. 

Please challenge Treasury Secretary O’Neill as he appears before your committee to discuss this m -it- ’ • - 
May 1 St, Thank you for your attention to this request. 

Sinceir&iy, . . 

How’ell W. Newton 
President 
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WOOD COMPONENT 
MANUFACTURERS ASSOCIATION 

■>1000 Johnson Ferry Rd., Suite A-1 30 
Marietta, GA 30068 

Tel: (770) 565-6660 • Fax; 770-565-6663 

Webpage: www.woodcomponents.org Email: skelaw$er@ar < 


FAX COVER SHEET 


Date: April 29, 2002 

From: Steve Lawser, Executive Director 

To: The Honorable Paul Sarbanes 

Chairman, Senate Banking Committee 
Attn: Laurie Better 
Fax: 202-224-2080 


Number of pages including cover sheet: 2 


Message 

The Wood Component Manufacturers Association represents 150 manufacturers of 
wood component products supplying the furniture, cabinet, building products and 
specialty wood product industries. These companies are located throughout the U '! 
States and Canada. 

The majority of our members are (or were) involved in international markets, The va:;je 
of the U.S. dollar is up 30% against major currencies since 1997. That's just like 
placing a 30% tariff on the products our members' exports and, at the same time, gives 
our foreign competitors a 30% price advantage on the products they are selling t.n 
customers. Our members' products are being priced out of foreign markets and ' 
out of our own domestic markets. As a result, nearly 60% of our member con . 
have lost sales and laid off workers according to our recent Market Survey. 

To make matters worse, many of our furniture manufacturers & customers are beit y 
forced to import components and finished furniture in order to compete with offshore 
furniture suppliers. It's shocking to think that we cannot compete in our own domestd 
markets considering our timber resources are second to none. Our furniture and 
woodworking industries CAN compete with offshore competitors if we had a leve: 
playing field. The 30% currency advantage that foreign companies have is simpiy 1:: . 
much to overcome, no matter how efficient and productive we are. Furthermore, oui 
foreign competitors are using their lower exchange rate as a "crutch" to unfairly compets 
with us and takeover our markets (see attached article from Canada’s Financial Post). 

We ask that the Administration make currency realignment a major priority and actively 
work with our trading partners to address the disparity in exchange rate markets. 

These cooperative efforts worked in the 1985 Plaza Accord that brought stability to 
exchange rate markets and can work again. We need your help on this critical issue n 
order to save American manufacturing jobs. 
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Low dollar 
a crutch for 
business, 
Manley says 

Currency falls after 
Minister’s remarks 
;; on productivity 


, ; By Alan Toulin 

PTTAWA • The low value of the 
.danadian. dollar is a crutch that 
aOows Canadian companies to re- 
njain competitive even if they are 
Inefficient, the Deputy Prime 
Minister said yesterday. 

John Manley said many compa* 
nies cannot compete and would 
fold if the currency increased in 
value against the U.S. dollar. 

worry that too many Canadian 
firms are profiting mightily from a 
$ 2 t dollar and would be hard* 
pressed to compete at an 60e dol* 
lar.” Mr. Manley said, adding that 
produedn^ is the country’s most 
pressing economic concern. 

'If they don’t make the invest- 
ments in research and develop- 
ment and technology and innova- 
tion, when the dollar gets to that 
level theyll be out of business.' 

Mr, Manley's comments helped 
sink the Canadian dollar on for- 
eign exchange markets yesterday, 
analysts said. The currency 
closed at US62.63f , down nearly 
half a cent from its previous close 
of.US63.04^ onT\iMday. 

Analysts applauded Mr. Man- 
ley's frankness in admitting the 
low dollar has held back pr^uc- 
tivity growth, but added that the 
government needs to play its part 
by reducing regulation and taxes. 

‘I find it cynical in the extreme for 
the government to be saying this 
b^use there's a lot of people who 
believe there has been a deliberate 
low dollar pulley pursued over the 
last number of years In Canada by 
the government," Catherine Swift, 
p^ident of the Canadian Federa- 
tion of Independent Business 
(CFIB), said yekerday. 

Sf.e DOLLAR cn Page All 

[ More coverage, Page FPl 


Article that appeared in the March 14, 2002 
issue of the Financial Post in Canada 


. sup to industry Manley Soy > 


DOLLAR 

Continued from. PageAl 

They seem amazingly resistant 
to chan^g things in their purview 
- the r^atoiy structure which is 
so burdensome and costly in Cana- 
da, our whole tax environment 
which continues to be highly un- 
competitive with our major eco- 
nwnic partner to the south," 

Mr. Manley said government is 
doing its part to boost the dollar by 
improving Ottawa's fiscal circum- 
stances but it is up to industry to 
invest if productivity U to go up. 
“It’s not up to us. The private 
sector has got to make the invest- 
ments," Mr. Manley Mid , 

The Canadian dollar has fallen 
steadily for 20 years against the 
U.S. dollar, but the Liberal gov- 
ernment has always said the eco- 
nomic fundamentals of the coun- 
try are sound and they should 
eventually be reflected in the ex- 
change value of the currency. 

The Liberal government did be- 
come concerned about the low 
value of the currency in January 
when it fell toUS6l.75<. 

Jean Chretien, die Prime Minis- 
ter, Paul Martin, the Minister of 
Finance, and David Dodge, the 
Governor of the Bank of Canada, 
embarked on an unprecedented 
campaign to talk up the dollar. 
The currency experienced a 
short-Kved rally but began to slip 
again a short time later. 

In Felwimry, ADan Rock, the Min- 
ister of Industry, acknowledged 
that Canadians measure their 
prosperity and economic standing 
against the United States and that 


Canadians' standard oi'li .’i i'.,. 
been declining for 20 years, 
Previously, the Liberal govern , 
ment had denied or downplav i^.i 
suggestions that economic pelt;;-.- 
may need to be revamped in 
to catch up to the United Suites. 
Last spring, the Commons in- 
dustry committee issued a report I 
on the currency that said the low ! 
dollar was having a negative cf- j 
feci On productivity by making 1 
the cost of imported machinery : 
and technology prohibitive and : 
by discouraging Canadian ba.ri- 
ness from investing in their fHcto- 
ries and their worWorce. 

Canada's productivity gro's". 
rate was only about half the US 
rate in the 1990s. Critics of gov- 
ernment policy have said the 'c* 
value of the Canadian dci 
symptom of this protlu-. 
formance. 

Ms. Swift of the CFIB &a;;] . 
federal government may ha* e re 
duced personal income taxes 
slightly but the high level of taxa- 
tion on property, payrolls and ; 
capital reduces profit that could 
bespeiitonproduclivity-enhar.c- 
ing technology. 

She said lack of co-ordination 
among all levels of government 
on business issues results in layer 
upon layer of regulation. 

Mike Murphy, senior vice-presi- 
dent of policy at the Canadian 
Chamber of Commerce in Ot- 
tawa, said three things make 
Canada less competitive on the 
world stage - high government 
debt levels, high taxes and hij’'- 
govemment spending. 

National Post, with fU. 

Jacqueline Thor;t- 
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The Honorable Paul Sarbanes 
Chairman. Senate Banking Committee 
Rm, 534, DIrksen Senate Office Building 
Washington, DC 20410 
Ann; Laurie Belter 

re: US Dollar Overvaluation 

Dear Chairman Sarbanes. 

It has come to our attention that the Senate Banking Committee which you Chair will hold a 
meeting on May 1. 2002 regarding the strength of the US dollar. This is an issue of vital interest 
to the steel fabrication industry, particularly those of us in the Northeast, STS Steel, of which I 
am President, has lost many projects to Canadian fabricators over the last few years including 
projects funded by laxpayer dollars such as schools in both New York and Connecticut. We 
regularly see loads of steal coming down the Northway (1-87) headed for New York City where 
the Canadians now dominate the steel construction industry. It is my understanding that the first 
building planned to be rebuilt in lower Manhattan. WTC #7, is contracted to ADF, a large 
Canadian firm which boasts openly of it’s desire to dominate the US market. If you look into it 
you’ll find that fabricated steel for major projects all acrass the US is coming from North of the 
border. Examples include stadiums and/or convention centers in Philadelphia, Detroit. Miami, 
Pittsburgh. I could go on. 

While Canadian fabricators have certain advantages in being able to purchase cheap offshore raw 
material which is restricted by anti-dumping regulations from being shipped [o the Slates, by far 
their biggest advantage is the overvaluation of the US dollar relative to their own currency, This 
makes the labor rales in Iheir shops and drawing rooms .30 to 40% less than comparable rales in 
the Slates. The addilional shipping costs fur a load of steel traveling 400 miles in lieu of 200 
miles is nominal. Our equipment is just as good, our workers just qs productive, but we can't 
compete under these handicaps in an industry that averages less than 4% net income after taxes 
(as a % of sales), in good years! We expect many small family owned fubricalion busjnc.sses, in 
the Northeast particularly, will not make H through Uie next few years without relief of some 
kind. 


via email 
4/29/02 


We appreciate your interest and beg for your assistance In bringing the exchange rale with 
Canada into a more realistic ratio. _ 


cc; Honorable Phil Gramm 
Fax - 202-224-7391 
Coalition for a Sound Dollar 
squnddoUart^ nam.org 




^mes A, Stofi, PE 
President 
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SMITH AND WATERS, INC. 
P. O. Box 570 
Ware Shoals, SC 29692 


APRIL 29, 2002 


Hoiiorabli: Phil Graham 
Ranking Minority Member 
Senate Banking Committee 


Since the September 1 1, 2001 incident our business has been terrible in the trucking 
industry. I believe the economy is affected by the value of the dollar allowing the 
imports. We need a money policy that helps not hurts. 

Thank you for your help. 


Smith and Waters, Inc. 




Danny Riddle 
President 



189 


(Sxr. 

NOILS • WOOL ■ MOHAIR 

A MECHANIC STREET, SUITE S03 
” NATICK, MASSACHUSETTS 01 7SO 

TELEPHONE aoe-e53ne7t». FAX POB-&33*OOOe, E-MAIL' WQQLWFORfEwoaL COM 


April 29, 2002 VIA FAX: 202-224-2080 

Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn: Ms Laurie Better 


Dear Senator Sarbanes: 


It is my understanding that the Senate Banking Committee is scheduled to meet on May 1 
to discuss the value of the US dollar. 

The strong US dollar has had a terrible effect on my business as a result of .many of my 
customers closing their mill operations and others idling machinery, laying off employeer 
resulting in a great reduction in domestic demand for our scoured wool. As a result e 
have trimmed our work force in Boston by 70%, and the scouring plant in Brady, Text,:, 
has reduced its workforce by more than half. 

To further compound the problem, the strong dollar has made it very difficult to export 
our scoured wool to users in other countries. The demand for our product in China and 
India is virtually without bound; however, the strong dollar has made our pricing 
uncompetitive. 

I urge the Committee to please consider revising the Treasury’s dollar policy to bring the 
value of the dollar back to normal levels. 


Thank you for your consideration. 


Sincerely, 


William R. Forte, Jr. 
President 
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Springfield LLC 


Honorable! Paul Sarbanes April 29, 2002 
Chairman, S^ate Baslcing Comnuttee 
ATT; Laurie Better 


Honorable Phil Oramro 

Rflnldr.g Minority Member, Senate Banking CoinmiRce 


Coalition for a Sound Dollar 


Dear Sir: 

SpnngAeld LLC. is a (3) three-ye&r-old textile milt operation that employs about 300 people. Tbe 
STRONG dollar has dellaitely contributed to tbe growdi of imports of textiles and apparel. Ibis is 
devastating the "textile'' industry. The policy of raaintaming an artificially STRONG dollar is a policy of 
economic destruction to segments of our economy. We urge the BO''CTnmcn: to change Treasury’s policy 
and to i^^uickly lo bring the dollar back down to normal levels. 


Leonard Fish^ 
Sr. Vice President 
Springfield LLC. 
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MOUNT VERNON MILLS, INC. 

Cleveland Fabrics - Commerce Plant 

P. 0. Box 700 Commerce, GA 30529 (706) 335-3171 


April 29, 2002 


Honorable Paul Sarbanes, Chariman 
Senate Banking Committee 


Attn: Laurie Better 

I have recently been made aware that the Senate Banking Committee will soon be 
holding hearings to look at problems that are being caused by the strong dollar. 

My understanding is that the value of the dollar has increased by 30 percent over the 
last five years, Obviously this puts manufacturers in this country at a strong disadvanragi; 
in both exporting goods and trying to compete against foreign imports. 

As I am sure you are aware the U. S. textile industry of which our company is a pan, 
was decimated during 2001 with 116 plants closing and 67.000 workers or 13% of the 
textile workers losing their jobs. 

We are fortunate that our plant is continuing to operate, however, our work force in 
the last year has dropped from 230 to 110. In talking with people we have laid off many 
of them have had a tough time finding jobs comparable to the one they had here. 

1 am very fearful for the future of all manufacturing in our country if something is no: 
done about the strength of the dollar. America is fast losing its strong manufacturing 
base which we have always had. If this trend continues it cannot help but seriously 
weaken our country and its economy. 

Please, support American industry and workers who are still the world’s most 
productive by working to have the strength of the dollar reduced to a level that will allow 
American industry to continue to lead the world which ultimately works for the good of 
every person m this country, 

Thank you for your interest and concern. 




Brenda Puckett 

Human Resources Managei 


Johnny Klugh.Jr 
Plant Manager 
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PARKDALE 

P.O. DRAWER 1787 
GASTONIA, NC 28053 
704-874-5100 
W. DUKE KIMBRELL 
CHAIRMAN 


April 29, 2002 


The Honorable Paul Sarbanes Fax No. 202-224-2080 

Chairman, Senate Banking Committee 
Attention Laurie Better 

Subject: Senate Banking Committee Hearing May 1 , 2002 

As Chairman of the largest cotton yarn manufacturing corporation in the United 
States, I urge your prompt attention to the value of our currency as compared h' 
the Asian currencies For the first time In history, we have been required tC’ _ 
down two mills because of the unfair competition from Pakistan, Indonesia, China 
and other Asian countnes. Our mills are the most automated, computerized mills 
in the world, but we cannot be competitive even if our labor was completely 
eliminated because of the value of the dollar. 

Since 1 997, Asian currencies have all been devalued. It's time for us to cope 
with this currency differential or we are confronted with losing the manufacturing 
segment of the United States, I urge your immediate support. 

In Gaston County, North Carolina, population approximately 145,(X)0, we have 
had 19 manufacturing companies to default in the past two years costing in 
excess of 7,000 jobs - all because of foreign imports. 


Sincerely, 
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April 29. 2002 


The Honorable Paul SarPanes 
Chairman, Senate Banking Committee 
Attn Laurie Better 

Room 634, Dirksen Senate Office Building 
Washington, DC 20510 

Deer Senator Sarbanes; 

We are a small business located in Northwestern Pennsylvania, founded in 1946. At our location in Sharpsvii'f; 
{Mercer County) we design, manufacture, market and service remote control equipment for industrial equipment 
such as cranes and locomotives. In the mid 80’s we began making export sales, and in the early 1 990’s we 
sought to increase our market opportunities by setting up operations in foreign countries to satisfy our customers’ 
needs, in our global economy, more and more of our large customers, have global operations and need to deal 
with a supplier who can supply them with products and technical services worldwide. We currently have 
operations in five foreign locations - Canada, UK. South Africa. Brazil, and Germany. 

Results in the early years of our experience were very encouraging, with export sales increasing and the foreijr 
entities performing above expectations. However, as the dollar strengthened, these operations have found it 
more and more difficult to compete because they purchase virtually all their engineering of services and goods 
from our manufacturing facility in Sharpsville, Pennsylvania. Even though their cost may be the same, a domestic 
manufacturer, or one from a Country with a weak currency, can offer equipment at a much lower price and still 
make a profit. 

This has caused our international sales to fall, resulting in fewer orders to the US plant, and fewer wo:ko 
needed in Pennsylvania to supply our foreign affiliates. In addition, the sales that are made are at a much lowe; 
profit margin, allowing little or no profits to be brought back to the US parent company. 

Since they must buy from us in US dollars, last year our Brazilian and South African operations had translation 
losses equal to 43% of their sales volume. These two regions have some of the highest potential for industrial 
development and sales, but obviously, it is impossible to develop a foreign affiliate with these costs, In addition to 
giving up valuable opportunities for future growth, if we are forced to dose these operations we will see 
Immediately reduction in manpower needs (employment levels) in Pennsylvania. 

Wq need your action to Stop this Cycle and strongly urge you to: 


CPfO'DiMrLi 

GROUP IMr 

Cattron Group Incorporated 

140 West Shenango Sire©! 

Sharpsville, PA I6150 

T©1, (724) 962-3578 Fax :72.- -0 '.. 


» State publicly the dollar i$ out of line with economic fundamentals 
» Stop giving the impression we are happy with the dollar, no matter how strong 
• Commit to cooperate with other major countries to ensure that market forces can work to bring about 
more realistic exchange rates. 



Senator Arlen Spector 
Senator Rick Santorum 
Congressman Phil English 
Coalition for a Sound Dollar 
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ASSOCIATION 


The Hooorablc John W Dougjass 
ftcsWent an?! C'lief txecjtive Officer 


April 29, 2002 


The Honorable Paul Sarbanes 

Chairman, Senate Banking, Housing and Urban Affairs Committee 
Dirksen Senate Office Building, Room 534 
Washington, DC 205 1 0 

Dear Chairman Sarbanes, 

On behalf of the Aerospace Industries Association (AIA) and its member companies, 
am writing to express our appreciation for your committee’s hearings on the release of the 
Treasury Department’s Foreign Exchange Report and to encourage you to seek ways to address 
problems of what we believe to be an overvalued U.S. dollar. 'Hie AIA represents the nation's 
major manufacturers of commercial, military and business aircraft, helicopters, aircraft engines, 
missiles, spacecraft, materiels, and related components and equipment (see attached list). 

The export market is essential to the U S. aerospace industry. Last year, American 
aerospace manufacturers generated more than S144 billion in sales, with nearly $60 billion in 
exports. In particular, 63 percent of our commercial products are sold to foreign customers. 
However, a rather significant drop in our export surplus has coincided with the U.S. dollar 
appreciation, The U.S. aerospace industry surplus (exports less imports) totaled S41 billion in 
1998 and has declined steadily since - falling below $26 billion last year. A sound dollEr co- 
adopted by the U.S. government could reverse this negative trend. 

Because European competitors of the U.S aerospace industry price their goods in dollars, 
but pay their vendors and suppliers in a local currency that is undervalued relative to the dollar, 
they have the ability to undercut the prices of U.S aerospace products. Furthermore, aerospa;;. 
products are not as fungible as other durable goods, and once a customer buys a particular c'. . 
of aircraft from one supplier, it is unlikely to change suppliers for future purchases of shnuiu 
aircraft. Hence a misalignment of the dollar in our industry can have a ripple effect for two 
decades or more. As long as the dollar continues to be overvalued, U.S. aerospace manufactures 
will lose market share and therefore jobs to competitors overseas. 

Thank you again for addressing these currency issues, Our association would be plesuN' 
work with you and your committee staff in any way possible. 




With warmest regards, 
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AIA 



Menifer Companies 


AAI Corporation 

The Aerostructures Corporation 

Alliant Techsy stems Inc. 

American Pacific Corporation 
Analytical Graphics, Inc, 

Aret^ Associates 
Argo-Tech Corporation 
Atlantic Research Corporation 
Aviall, Inc. 

BAE SYSTEMS North America Inc. 
Ball Aerospace St Technologies Corp. 
Barnes Aerospace 
B.H, Aircraft Company, Inc. 

The Boeing Company 
Computer Sciences Corporation 
Cordiem, LLC 
Crane Aerospace 
Cubic Corporation 
Curtiss-Wright Corporation 
Curtiss-Wright Flight Systems. Inc 
Metal Improvement Company 
Dassault Falcon Jet Corporation 
Davis Tool, Inc. 

DRS Technologies, Inc. 

Ducommun Incorporated 
DuPont Company 
EDO Corporation 
Embraer Aircraft Corporation 
Esterline Technologies 
Exostar LLC 

Fairchild Dornier Corporation 
Fairchild Fasteners 
GenCorp 

General Atomics Aeronautical Sys. Inc. 
General Dynamics Corporation 
General Electric Company 
GKN Aerospace Services 
Goodrich Corporation 
Aerostructures A Aviation Technical Svcs. 
Electronic Systems 
Engine and Safety Systerns 
Landing Systems 

Groen Brothers Aviation. Inc. 


Harris Corporation 
HEICO Corporation 
Hexeel Corporation 
Honeywell 
il Technologies 
ITT Industries 
Defense and Electronics 
Kaman Aerospace Corporativ.. 
Kistler Aerospace Corporation 
L-3 Communications Holdings, It. 
Lockheed Martin Corporation 
Martin-Baker America Inc. 
MatriiOne, Inc. 

MD Helicopters, Inc. 

MOOG Inc. 

Northrop Grumman Corporation 
Omega Air, Inc. 

Orbital Sciences Corporation 
Advanced Systems Division 
Parker Aerospace 
The Purdy Corporation 
Raytheon Company 
Rockwell Collins, Inc. 

Rolls-Royce North America Inc. 
Smiths Aerospace Actuation Syste 
Los Angeles 
Space Access, LLC 
Spectrum Astro, Inc. 

Swales Aerospace 
Teleflex, IncjTFX Sermatech 
Mai Tool & Engineering 
Textron Inc. 

Triumph Croup, Inc. 

TRW Inc. 

United Defense 

United Technologies Corporati 'T 
Hamilton Sundstrand 
Pratt A Whitney 
Sikorsky 

Vought Aircraft Industries, U: 
W.L. Gore & Associates 
Woodward Governor Company 
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MOUNT VERNON MILLS, INC. 

Apparel Fabrics Group - Alto Fabric Plant 
P.O. Box 649 Alto, GA 30510 


C706) 778-2141 


FAX n (706) 776-5394 


April 29. 2002 


Honorable Paul Sarbanes, Chairman 
Senate Banking Committee 


Dear Honorable Sarbanes; 

I am the General Manager of Greige Manufacturing for Mount Vernon Mills, Inc., a textile 
company that employees 5,700 people in Georgia, South Carolina, Alabama, Mississippi. 
Texas and California. I am very concerned about the negative impact our textile industry has 
had to endure for the last six years. Mount Vernon has alvirays been a very strong company 
financially and in every business sense, but even we have been hurt in recent years by 
governmental decisions that are hurting all manufacturing in the U.S. 


The strong dollar policy is destroying the manufacturing structure of the U.S. We in textiles 
have seen very strong companies being forced to lay off people and shut down plants. In the 
last year, 116 textile mills have shut down and 67,000 workers terminated. At Mount Vernon, 
we have seen profits plummet and schedules drastically reduced resulting in about 10 percen-: 
of our workforce being terminated. 

I strongly urge the current administration to reverse the strong dollar policy so foreign 
countries will not be given an unfair advantage in competing in our domestic market place. All 
we want is an even playing field in which to compete. This means honoring trade agreements, 
preventing transshipments, fair currency policy, and legislation that doesn't always help the 
foreign countries. The United States of America cannot support the whole world. We need to 
protect our own economy, so it will be as strong in the future as it has been in the past. 

Your support is desperately needed to reverse the administrations' strong dollar policy. 


Sincerely. 




Larry Porter 
General Manager 
Greige Fabrics 



197 


MOUN^KNON 

Apparel Fabrics Group - Alto Fabric Plant 

P.O. Box 649 Alto, GA 30510 (706 ) 778-2141 FAX # (706) 77 

April 29, 2002 


Honorable Paul Sarbanes, Chainman 
Dear Honorable Sarbanes: 

I am the Human Resources Manager of the Alto Fabric, Alto Yam, Cleveland and Commerce 
Plants for Mount Vernon Mills, Inc., a textile company that employees 5,700 people in Georgia, 
South Carolina, Alabama, Mississippi, Texas and California. I am very concerned about the 
negative impact our textile industry has had to endure for the last six years. Mount Vernon 
has always been a very strong company flnar\cially and in every business sense, but even we 
have been hurt in recent years by governmental decisions that are hurting all manufacturing in 
the U S. 

The strong dollar policy is destroying the manufacturing structure of the U.S. We in textiles 
have seen very strong companies being forced to lay off people and shut down plants. In the 
last year, 1 16 textile mills have shut down and 67,000 workers terminated. At Mount Vernon, 
we have seen profits plummet and schedules drastically reduced resulting in about 10 percent 
of our workforce being terminated. We are currently facing the termination of approximately 
1 00 people in our Alto Yam Plant alone in June of this year. This is quite devastating to these 
people. 

r strongly urge the current administration to reverse the strong dollar policy so foreign 
economics will not be given an unfair advantage in competing in our domestic market place. 

All we want is an even playing field in which to compete. This means honoring trade 
agreements, preventing transshipments, fair currency policy, and legislation that doesn’t 
always help the foreign countries. The United States of America cannot support the whole 
world. We need to protect our own economy, so it will be as strong in the future as it has been 
in the past. 

Your support is desperately needed to reverse the administrations' strong dollar policy. 
Sincerely, 

Shirley B^Wilkinson 
Human Resource Manager 
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MOUNT VERNON MrtLS. INC. 
P O BOX 649 
ALTO. GA. 30510 
(706) 778 2141 
(706) 776-5394 FAX 


April 29, 2002 


Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Washington, D.C, 

Dear Chairman Sarbanes: , 

On March 28, 2002, an announcement was made that we were losing 104 jobs at the 
textile plant, virfiere I have been working for 17 years. Previously I had worked for another textile 
company in this area, and in 1985 it closed its doors and 350 people were suddenly out of a job. 
Some of the people who are losing their jobs in June do rK>t understand what is happening, and 
due to other textile related closings in this same community, will find it difficult to find employment 
elsewhere without moving away. 

There are many reasons our textile jobs are being eliminated. First there was the flood of 
imports, the unfair trade bilis where we as an industry have been “sold ouf , the loss of major 
export markets, the smuggling of goods into this country, and now the dollar has become terribly 
overvalued. Our Industry has been devastated! Now the dollar's relentless rise has become a key 
factor in plunging an already “injured" industry into its worst economic crisis since the Great 
Depression. 

It is time that you, the leaders of this nation, take a strong stand to support an industry that 
has traditionally supported this great nation of ours. It is my understanding that Treasury 
Secretary Paul O’Neill is committed to a "strong dollar policy". PLEASE STOP HIM! This could 
mean as many as 1,000,000 people will lose their Jobs, and this Is not fair to our industry and the 
people who will be unfairly forced out of their jobs. 

Thanks for taking the time to read my plea, and \ wll be counting on you representing my 
views on May 1 , 


Sincerely. 


Gail Bell 

Mount Vernon Mills, Inc. 
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MINSTER. 

rnli MINSTER MAa HNE CXJMPANY 


JOHN j: WINCH 

PRESIDENT 


April 29, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banldng Cte. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 


Dear Senator Sarbanes: 

I am writing to you to express my concerns regarding the value of the U.S. 
dollar. We are a 106-year old domestic manufacturer of machinery and have 
exported machines to over 62 countries throughout the world, Over the past 
two years, we have been dealt a double blow. First by the recession in 
manufacturing/capiial goods and then by the 30% premium on the dollar, 

Our exports have dropped from an average of 30% of sales to less than 10%, 
Our annual revenues are off over 50% and we have reduced oiu workforce 
from approximately 1000 to 300 people. We have great people that make 
great products-but at a 30% (dollar based) cost disadvantage to the 
Canadians, Europeans and Japanese-wc find it very difficult to compete. 

Please take action so that we do not lose all of our manufacturing base and 
capabilities to foreign markets. 

I appreciate your time and consideration to this plea. Please feel free to 
contact me at 419-628-233 1 to further discuss this situation. 



John J. Winch 
President 


cv 


pc; The Honorable Phil Gramm 
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April 29, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte. 

Attn; Laurie Better 

Room 534, DIrksen Senate Office uilding 
Washington, DC 20510 

RE: Hearing on the Dollar Valuation 
Dear Senator Sarbanes; 

I’m writing to express my view on the current value of the dollar 
and how it impacts my small manufacturing business. Over the 
last few years the dollar has risen over 30% against foreign 
currencies. Here is how that impacts my business: 

• I’ve had to layoff 25 people In the last 18 months. That is 
nearly 50% of my workforce. 

• My sales are down 40% from what they were just 2 years ago. 

• Many of my customers are going to off-shore suppliers (some 
European, some Asian) for the same items they used to 
purchase from me. Even in cases where I can manufacture 
the product at a lower cost, by the time they factor in the 
exchange rate, ft Is cheaper to buy from the foreign source. 

• More importantly, many of my customers are moving entire 
product lines off-shore for the same reason. 

I'd like to see the administration and the Congress state publicly 


Tooling 

Stamping 

Assontbly 

enginMftng 


that the dollar is over-valued when looked at in terms of economic 
fundamentals. 


I’d like to see a commitment to working with other countries to 
ensure that market forces can bnng about more realistic 
exchange rates. 


The administration needs to stop giving the impression that it is 
happy with the dollar no matter how strong. By doing that, they 
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AVONDALE MILLS, INC 
GEANITEVILLE rABRKES 
1 33 Marshall Street 
Graniteville, S,C. 29829 


April 29, 2002 


Honorable Paul Sarbanes, Chairman, 

Senate Banking Committee 

ATT : Laurie Better 
Fax: 202/224-2080 

Dear Senator Sarbanes; 

I am writing in regards to the Senate Banking Committee’s Congressional hearing on 
the overvalued dollar scheduled for Wednesday, May 1 . 

You have probably already received mail on this important issue; however, I also 
wanted to voice our opinion on the devastation that our Treasury Department’s “strong 
dollar” policy is causing to our textile companies and also to other U. S. companies and 
workers. 

My Company has felt the impact of low-priced Asian imports, and we have had to close 
several of our plants, in addition to laying off workers, Our communities have been 
affected due to these shutdowns and layoffs. We have lost thousands of dollars. 

As a textile employee, I URGE you to use your input in changing the Treasury’s d.-, . 
policy and to act quickly in order to bring the dollar back down to normal levels 

Respectfully, 

M, S. Bonner, 

Executive Vice President 
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NeuwerTooi Corporation 


Phone 847-392-0110 
Fax 847-392-1048’ 


April 30, 2002 

The Hoh&rable Paul Serbanes 
Chairman, Sehate Banking Cte. 

Attn;Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 

Dear Honorable Serbanes, 

In the past 2 years my exports of finished product have dropped by 100%. Ws 
used to do about $30,000 a years with several companies in Canada, But with th; 
vast difference in the exchange rate we ate no longer doing that. I fully believe 
that if the American dollar were to be devalued I could regain that business. Not 
only would I regain that business but I would be able to hire back the people that I 
had to lay off due to lack of work. 


Yours truly, 
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DIAMOND 

packaging 



April 30, 2002 


The Honorable Paul Sarbanes 
Chairman, Banking Committee 

of the United States Senate 
Room 534, Dirksen Office Building 

Washington, D.C. 20510 Attention: Laurie Better 

Deal’ Senator Sarbanes; 

It is our understanding that the Senate Banking Committee has scheduled hearings on the 
Overvalued American Dollar on May and tliat key members of the Administration will 
be called to testify, including Treasury Secretary Paul O’Neill. 

We wish to be on record that we strongly object to a government policy that favors a 
strong dollar. 

Diamond Packaging is a regional manufacturer of packaging made from paperboard 
selling primarily to Fortune 500 customers as well as international customers. We have 
lost two bids in the last year totaling in excess of $6,000,000 due directly to the current 
overvalued dollar. The bids were awarded to foreign corporations. The result of these 
lost bids is that we have had to lay off approximately 5 % of our workforce, Had we been 
successful in winning the bids it would have more than made up for the lower sales that 
resulted from, the economic slowdown being experienced. 

In addition, we urge the U.S. government to commit to cooperating with other major 
countries to ensure that market forces can work to bring about more realistic exchange 
rates. 

We look to you and your committee to help set an agenda for resolving this issue. 
Sincerely, 


Vice President - Finance & CFO 

C: H. Voss 

E. Voss 
L. Palvino 




Falcon 
Steel Co 
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April 30, 2002 

Fax: 202-224-2080 

The Honorable Paul Sarbanes 

Chairman, Senate Banking Cte. 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 


Subj: 


Sound Dollar Coalition 


Dear Mr. Sarbanes; 


Please register our support for the views of the “Coalition for a Sound 
Dollar”. 

Since our Federal Government has given the “green light” to 
companies in Mexico and Canada to raid our markets, imports have gained a 
significant share of the electrical transmission tower business in the United 
States, particularly in Texas, California, Ohio, and Michigan. 

The largest contract awarded in the last 12 months went to a Mexican 
Company. 

The last time we bid in the world market (Philippine job), our bid was 
beaten so bad it looked like we weren’t bidding the same project as the 
Korean companies. Puerto Rico results are similar. 

It is hard to compete against Mexican and Asian labor costs, 
particularly with an over-valued dollar. 

Your consideration of this situation is respectfully requested. 


Yours very truly, 

FALCON STEEL COMPANY 
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April 30, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 


Dear Senator Sarbanes, 

I am part of a small machining company located in St. Clair Missouri. Within the last 
couple of years there has been much competition to keep our type of machine parts 
manufactured in the U.S. This is due in part to the strong dollar, which definitely gives 
the advantage to the importing countries. The second disadvantage was the recent tariff 
placed on the imported steel that we have to use to compete with those overseas 
companies that make these same type of precision machine parts, and ship into the U.S. 

You are in a position to help this situation with regards to the dollar. I am not sure how 
long small businesses in our line will be able to keep going if we are going to be afforded 
a level playing field but it is a real struggle. We are competing worldwide, and from our 
vantage point this is an uphill battle with all of the cards stacked against us, 

I believe that your committee must: 

Recognize the dollar is out of line with the economic firndamentals. 

Don’t continue to give the impression that everything is okay with dollar no matter how 
strong. 

Make a commitment to cooperate with other major countries to ensure that market forces 
can work to bring about more realistic exchange rates. 

For the sake of our small operation and others in the United States please direct your 
attention to the above. 

Executive Vice President. 
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6509 OAKTON STREET / MORTON OftOVE. ILLINOIS 600S3 
P.O. BOX 459 

347/967-5670 / FAX: B47/967-OB66 
WWW.DIEBEL.COM 


April 30. 2002 


The Honorable Paul Sarbanes 
Chairman, Senate BanJdnfi Cte. 

Attn Laurie Better 

Room 534, Dirksen Senate Office Building, 
Washington, nc 20510 


I am the president of a metal stamping company called Diebel Manufacturing Co. 

We are located in Morton Grove, BL We are currently under a threat from foreign 
competition to lose ovei 20% of our business due to pricing If the dollar was not 
overvalued we would not have this threat. Please focus on interest rates to weaken the 
dollar. I urge the government to state publicly that the dollar is out of line svith economic 
fundamentals. The government should stop giving the impression that it is happy with 
the dollar no matter how strong it gets. The government should commit to cooperating 
with other major countries to ensure that market forces can work to bring about more 
realistic exchange rates. 



Diebel Manufacturing Company 
6505 West Oaktpn Street 
Morton Giove, IL 60053 
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iNDUSTRiES INC. 


Fax To: 202-224-2(180 

The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn: Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 201110 

Dear Senator Sarbanes: 

The soaring value oP the U.S. dollar over the last several years has adversely 
affected manufactu Ing companies like my firm, Nu-Way Industries, Inc., along with 
many others In the farming and service industries. 

The devastating Im 3act of the decline in U.S. exports, over $140 billion in the last 18 
months, Is largely t ecause of the overvalued dollar. And, this situation has caused 
at least 500,000 U.S. factory workers to lose their jobs, including about 100 people 
at our company, plus, you also need to consider the thousands of additional jobs 
lost in the farming and service areas. 

We have recently explored contractual relationships which would enable us to 
produce products In other countries. However this was not a matter of choice, but a 
matter of necessity . We would prefer to bolster manufacturing and jobs here in the 
U.S., as has been <iur privilege for over 30 years of operation. However, without 
your support and assistance, this Is not possible. I urge you to work aggressively 
with your associattis to forge a plan with other major countries that insures that 
market forces worl: to bring about more realistic exchange rates. 

This action is esseiitial to revitalizing the U.S. manufacturing sector and to restoring 
the hundreds of thjousands of lost jobs. Please do all you can to contribute to this 
most important urjdertaking. 



Steve Southwell 
President 



208 



HORTH AMEJ 

"More Than . 


The Honorable Paul Sarbanes 
Chairman, Senate Bajtkmg Cie. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office Building, 

Washington, DC 20510 

SUBJECT; SENATE B.^NKING COMMITTEE HEARINGS 
■'THE OVERVALUED AMERICAN DOLLAR” 

POSITION; Strongly in Favor of Adjusting the Dollar to Appropriate Value 

Dear Senator Sai^ancs; 

On May I, the Senate Banking Committee will be holding crucial hearings with Treasurv Secretary 
O’Neill and many uidustiy leaders on the valuation of the American dollar There could not be may 
economists who would seriously argue that the dollar is not substantially overvalued at this time. 

We have just gone through 12-14 months of recession during which the dollar actually gained 
strength. I have lived through a score of recessions and can not recall this situation having ever 
occurred. 

My company manufactures industrial cutting tools. For the past 5 >'ears the strengthening dollar has 
dramatically raised the pnee of my products in relation to these imported by my European (mostly 
German) competitors. In order to remain competitive wc have been force to decrease the percentage 
of products we manufacture by 25% and increase the percentage of products we import by like 
proportion. This has resulted in the loss of approximately 125 manufacturing jobs m our company 
The greatest single impact on this trend is the overvalued dollar. 

1 urge you to take action to move the dollar toward more appropriate valuation based on economic 
fundamentals This will require a decrease in valuation of between 20-25%. 

Sincerely, 

John M. Segal 
President 
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NORTH AMERldAN PRODUCTS 

1 180 Wernsing Roaa - P.O. box 647 - Jasper, IN 47546-0647 
S004S7-7468 812-482-2000 FAX: 812-634-8027 
httP //WWW, naptools.com 
' 5teseQ@riaptools.com 

The Honorable Paul Sarbanes 

Chairman, Senate Banking Cte. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office Building, 

Washington, DC 20510 

ISSUE: The U S, dollar has soared nearly 30 percent over the last few years 
and is badly hurting U S, manufacturing, farmers, and many service workers. 

Dear Senator Sarbanes: 

The artificially strong dollar is having a devastating affect on the 
productive capabilities of the United States. In the past 18 months alone U.S. 
exports have dropped $140 billion basically because of the overvalued dollar, 
and at least 500,000 U.S, factory workers have been unemployed by this 
development - 2/5 of the entire loss in U.S. factory jobs. 

Our manufacturing company employed 555 people in January of 2000. 

Our present level of employment stands et 399 Jobs. In May of 2001 the 
Germans dropped the price of circular carbide tipped saw blades they import into 
U. S. industry by 25% to 30%. Our savir blade sales dropped 20% in June of 
2000 .. 

The situation is not isolated and unknown as is oblivious by the following 
quotes from very influential people: 

• 'The dollar is overvalued, end everybody knows it , " -- Joachim Pels, currency 
expert at Morgan Stanley 

t “There are significant risks to the sustainability and durability of the upturn in the 
United Stales and elsewhere, . . .notably the large U. S. current account deficit and 
...the overvaluation of the dollar. , " - International Monetary Fund World Fconomic 
Outlook, April 2002 

In the 38 years I have been running this company our sales and 
employment has always grown We are fighting hard to regain that tradition of 
expanding employment and opportunity for our people and our community. 

Please help us by addressing the overvalued dollar. Please help us compete in 
this new world economy. Give us a level playing field - we'll do the rest! 



Nnn IMERICAN 

rh.n.n Jiiji! A Aunint! Tctir 



Steven A. Segal, Chairman 
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Pmmm 

Hardwood Parts Company 


Phone 423 764.6127 


PAX 423-764 624t 



P. 0. 90X 919 SRISTOl, TENNESSEE 37821 OR 1320 GEORGIA AVE. BRISTOL, TENNESSEE 37620 
MANUFACTURERS OF mIGM OuALiTY Gl-UEO-UP DIMENSION AND WOOD PARTS FROM APPALACHIAN HARDWOr,;.-, 


April 30, 2002 


Ths Honorable Paul Sarbanes, Chairman, Sanaita Banking Cte. 

Attn; Laurie Better 

Room 534, Dirksen Senate Offtca Building 

Washington, DC 20510 Via Fax; (202) 224<20d0 

Dear Senator Sarbanes 

Coririm manufactures wood parts for the furniture industry and it's own line of wood 
burial caskets and cremation urns. I am still struggling to survive but Oortrim has filed under 
Chapter 1 1 of the Bankruptcy code because for^gn trade has literally stolen my business. 

The fact is that the United States has given foreign manufacturers advantages over 
Cortrim in many ways. We must comply with myried regulations and provide numerous benefits 
which our foreign competitors just don't have. Additionally, we are contending with a grossly 
overvalued US currency and foreign competitors who deliberately use the exchange rate as a 
crutch in order to displace American businesses and jobs. 

America runs the best^managed forests in the world. The quality and integrity of our 
wood products are second to none, but Cortrim can't sell wood products because our markets 
are flooded by cheap foreign products. Most targe American furniture manufacturers have 
moved their factories to China and Malaysia or scxjght out sources for wood parts in those 
countries. My casket rnarkets have been raided by cheap Canadian imports. I just can't beat 
the 30% exchange rate advantage they enjoy over my products 

My company is an 66-year-old, 4-generation wood products manufacturer in Bristol, TN. 
This past year, 1 have watched in desperation as my markets disappear, my company is 
drained of nearly a century of assets and dignity, and as 1 70 of my good people lost their jobs. 

Please sir, won't you give us a fighting chance? Will you admit that the dollar is out of 
line vrith realistic economic fundamentals and commit to bringing about more realistic rates? 

Sincerely, 

Robert D. Spiegle Jr. 

President 
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PARKDALE 

RO. drawer 1787 
G>AS70/VW, NC 28053 
%«K#® 704-874-5100 
ANDERSON D. WARLICK 
PRESIDENT 

CHIEF EXECUTIVE OFFICER 


April 30, 2002 

The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn: Laurie Better 
Fax No. 202-224-2080 


Dear Senator Sarbanes; 


As a manufecturer in the United States, I am finding it very difficult to remain in business with 
the value of the U.S. dollar. We have closed two (2) plants as a result of inexpensive Asian 
imports, and, if currencies around the world continue to depreciate themselves against the 
dollar, we will be forced to shut down additional manu&cturing and move remaining 
investments to foreign countries that routinely subsidize their manu&cturing industries. If the 
intent of the Administration is to eliminate manufocturing in this country, please let me know 
so that we can have as orderly of a liquidation of our company as possible. 

I do not understand why the Treasury allows the U.S. dollar to be manipulated for foreign 
governments’ gain. I have never seen what I believe is more economic treason than what is 
being practiced by the Treasury. If I look at the U.S. economy and look at the profits of 
corporations other than banks, I would say tlK Treasury is doing a miserable job. If the 
objective is to transfer wealth fix)m the masses into a few individuals, I would say they are 
doing a great job. 


Sincerely, 


Anderson D. Warlick 
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ALICE MANUFACTURING COMPANY, INC. 

PO. BOX 36? EASLEY, SOJTH CAROLINA 2H4; • e64-S5^M23 


E. SMYTH MCKISSICK III 

PRSSlCfNr 


Apri! 30, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 

Attn: Laurie Better 

Dear Mr. Sarbanes: 

I am the CEO of a mid-sized fabric and home products producer in Easley, S.C. We have 
four modem manufacturing plants, and with approximately 1450 associates, we are 
among our region’s largest employers. 

Our country’s “overvalued dollar” policy has been absolutely devastating to the U.S. 
textile industry. Even though our plants are “ultra modem” and among the most 
productive in the world, we are losing market share to “sub-standard” producers who are 
receiving incredible pricing advantages due to the overvalued dollar. Also, our export 
business is being negatively impacted. 

Please take the necessary actions to bring the dollar down to a more historically normal 
level before we destroy the entire manufacturing base of our country. 

Thank you. 

Sincerely, 

E. Smyth McKissick III 
cv 
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PRECISION 

April 30, 2002 


National Tooling & Machining Association 

9300 Uvingston Road, Ft. Washington, MD 20744-4998 (301) 248-6200 

(800)248-^.::: 
Fax.' (SOI) 248-7m 
http://www,ntma,org 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn; Laurie Better 

Room 534, Dirksen Senate Office Building, 
Washington, DC 20610 


Dear Mr. Chairman: 

On behalf of the 2,500 member companies that comprise the National Tooling s'si 
Machining Association, I want to thank you for scheduling a hearing to examine tno 
continued overvaluation of the dollar. 

The U.S. tooling and machining industry is primarily a family-run industry, often two 
or more generations work at the same plant. This is not to say we are the local mom 
and pop shop on the corner. Many in our industry operate the latest technology and 
high levels of automation, They must do this because highly customized products 
are created and to produce them we must consult directly with the customers ano 
make critical decisions to keep the manufacturing process on the right track and 
within budget. 

A solid economy is dependent on the success of the tooling and machining industry. 
Nearly every manufacturing company in the country, in the world, does business with 
our industry. The U.S. tooling and machining industry employs close to 450,000 
people nationwide and accounted for shipments in excess of $43 billion. The 
metalworking industry includes precision machinists, die makers, mold makers, as 
well as tool and die designers. Without them, the mass production of manufactured 
goods would not be possible. 

The U.S. has been experiencing severe economic hardships this past year, 
nation’s tooling and machining industry is bearing the brunt of these probie.r,,:. 
Orders by U.S, companies for machine tools tell in November to lower levels than 
during the recessioh years of 1980-81. underscoring the weakness in manufacturing. 
Bookings for U.S.- and foreign-made tools fell 16.6 percent to $156.2 million for the 
month. That surpassed a two-decade low of $181.4 million in July. In August we hit 
our 14* month of negative growth 

NTMA believes that a sound dollar is a fundamental pre-requisite for the difficult 
climb out of this recession as well as maintaining a healthy U.S. and global economy. 
A sound dollar is one rAJiose value relative to other major currencies is determined by 
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market forces that reflect fundamental economic trends, such as trade balances, 
interest rates, GDP grov^h and other objective indicators of a country's performance. 

The disturbing reality is that for several years the dollar has not been reflecting 
economic fundamentals, Since 1997, the dollar has risen by 25-30% relative to a 
basket of major world currencies. The dollar is now at a sixteen year high and is 
approaching the overvaluation of the mid-1980’s. 

The overvalued dollar is effectively subsidizing our foreign competitors, Despite 
concerns over quality and delivery, Asia and Canada have emei^ed as significant 
competitors to our precision machining and mold makers. As a result, a Canadian 
mold maker can essentially offer the same product for 30% less than an American 
mold maker based on the currency exchange alone. 

NTMA firmly believes that sound currency values can be restored and th?’ 
manufacturing can again thrive in this country. To do this, the Treasury shouid. 

• State publicly that the dollar Is out of line with economic fundamentals ; 

• Firmly state that its policy is to seek a market-determined dollar that is consistent 
with underlying global economic fundamentals, including the competitiveness of 
America's farms and industries; 

• Seek cooperation with other major economies in obtaining common agreement and 
public statements that their cunencies need to appreciate against the dollar; and 

• Make clear that the United States will resist, and lake offeetting actbn as 
necessary, foreign counfiy interventions designed to retard movement of currencies 
toward equilibrium 

The overvalued dollar is a serious threat to the economic viability of our industry 
Urgent and effective action to restore the U.S. dollar to a level, which reflects the 
undertying fundamentals, is essential to restoring a competitive U.S. tooling and 
machining industry, 
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I'l.ATTSBURGH, NY 
O T S Ll A M , NY 
WILLISTON, VT 


April 30, 2(H)2 

The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte 
Attn: Laurie Better 

Room 534, Dirksen Senate Office Building, 

Washington, DC 20510 

The Honorable Phil Gramm 

Ranking Minority Member, Senate Banking Cte. 

Room 534, Dirksen Senate Office Building, 

Washington, DC 205 1 0 

Subject: Overvalued Dollar 

Dear Representative: 

Jeffords Steel and Engineering has two locations in upstate New York and one in 
Vermont, serving the needs of the Steel Industry through Steel fabrication and design. 
We are deeply concerned about the strong dollar as it relates to other currencies, 
especially Canada. 

The large disparity between the Canadian and US dollar continues to create unfair 
competition for us as a US Fabricator versus a Canadian Fabricator. These fabricators 
from across the border are delivering steel to our customers at a 40% discount. We are 
finding it practically impossible to compete in the highly competitive bid market for 
major jobs in the local market (a recent bid showed three US fabricators within 520,000, 
while a Canadian was $200,000 less). This includes Schools, Hospitals, and community 
buildings that our tax dollars help support. Canadian Fabricators do not pay Workman's 
compensation and tlie Government pa>^ for Health insurance. With tlie Canadian 
Fabricators beating our pricing by 40%, will we continue to have jobs for our employees 
in the near future? These are the same employees that are supplying the tax base for local 
construction and who also support the local economy. 

Over the years this company has prospered and grown while making major purchases to 
support its operation. This medium size business is very proud of its state of the art 
facility that is as efficient as any operation in North America. This was developed by a 
management style that is aggressive, yet responsible, while creating a strong customer 
base. Having owned and operated this business since 1985, we are deeply concerned 
about its future unless some restrictions are imposed on the Canadian competition, wf; 
must insure that we are competing on a level playing field. Some form of dollar 
devaluation must be imposed to protect our industry and similar industries from this 
migration of business to the north. 
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You must review the state of the strong dollar to ensure that exchange rates will allow vs 
to maintain our work force and our business witoout jeopardizing our future in this 
industry. 



President 


Cc; Coalition for a Sound Dollar 
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April 30, 2002 
To Whom It May Concern; 

I would like to take this time to encourage the government to change 
Treasury’s dollar policy. I have been in textiles for twenty years, my entire 
career. As a concerned plant manager of three of local textile plants, I have 
never experienced the industry in such turmoil as it currently is in. 

We have three plants supplying yam to the apparel industry. We normaU'' 
operate seven days a week and employ over 500 employees. Due tr 
(hamatic increase of imports (primarily Asian) and the declining i 
markets, we have recently experienced down sizing in our company. iLe 
strong American dollar compounds this problem. Not only have we 
experienced numerous weeks of curtailment because of this, but we have 
also reduced the total number of employees by 25%. Several of our 
employees have maximized their unemployment benefits leaving them with 
no other source of income. This also has a snowball affect on the local 
economy. Local industries loose revenue as well as the utility companies. 

Due to recent profit losses with in our company, we our now operating 6 of 
18 original plants. For the above reasons solely, we have re^ttably closed 
12 plants. Ihis has affected approximately 1500 people. 

In closing, I woujd like to aslt you again to please act quickly to bring tlw 
U.S. dollar to normal levels in order for our industry to remain competit^ 
globally. We can not revisit the “Hoover Days” again in fins country! 



Todd Gunter 
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Saurer Inc. 


Honorable Paul Sarbanes 
Cbairman, Senate Banking Committee 
Attn: Laurie Better 

Fax: 202-224-2080 

Re: May 1 Hearing on the Overvalued Dollar 
Dear Senator Sarbanes: 


As CEO of the five U.S. subsidiaries in the Saurer Group’s Textile Systems Division, I have 
seen very directly the devastating effects of the rise of the dollar on the textile industry in this 
country and on Its suppliers in the textile machinery sector 

The effects on our customers, the textile manufacturers in the United States, have been well 
documented. As Asian prices for textiles have dropped and Imports risen dramatically, U.S, 
textile mills have closed, dose to 200.000 textile jobs have been lost, companies have gone r: 
of business, and the surviving textile manufacturers have been forced to relocate many b,:; 
to lower-wage and lower-pnoe countries. 


As a direct effect, the five companies for which I am responsible have been forced to reduce 
staffs by half, dropping from a total of 300 employees to 150. These are not largo numbem by 
comparison, but they are representative of ripple-effect losses being suffered by oompanies 
throughout the country. 


I hope and trust that concern for the economy and the oitiiens of our country will guide you as 
the Senate Banking Committee addresses the Treasury Department on the policy that has been 
a major cause of the catastrophic decline of the manufacturing industry in the U.S. 


wish yo ind your committee success in finding solutions to these very real problems. 


Sine 





Dan W. Loftls 
PnesWent S CEO 
Saurer Inc. 


DWL/mm 


cc: Senator Jesse Helms (202-228-1 339) 
Senator John Edwards (202-228-1374) 
Coalition for a Sound Dollar (202-637-3182) 
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ACSA 


1725 K Street, N,W, 
Suite 1404 

Wishington, D.C. 20006 


Phone {202)296-7116 
Fax (202) 659-5322 


Ammcan 

Cotton 

Snippy 

AssbciatiQn 


April 30, 2002 


Hon Paul S. Sarbanes, Chairman 

Committee on Banking, Housing & Urban Allairs 

United Stales Senate 

Attention of. Laurie Better 

Room 534, Dirksen Senate Ofllce Building 

Washington i3C 20510 

Fax (202) 224 2080 


Kc vSupport for a Sound Dollar 


Dear Chairman Sarbanes 

On behalf of the Ainerican Cotton Shippers Association [ urge you and the members of 
your Committee to urge President Bush to establish a monetary policy that values the 
dollar at its long-term equilibrium level to encourage exports and to provide domestic 
manufacturing industries with the opportunity to compete against impons. 

Interest of ACSA 

ACSA was founded in 1924 and is composed of primary buyers, mill service agents, 
merdiants, shippers, and exporters of raw cotton who arc members of four federated 
associations located in sixteen states throughout the cotton belt: 

Atlantic Cotton Association (AL. FU GA. NC, SC, &. Va) 

Southern Cotton Association (ar. la, MS. MO. & tn) 

Texas Cotton Association (OK &. TX) 

Western Colton Shippers Association (ajz. Ca. & NM) 

ACSA member firms handle over 8t)% of the US cotton sold in domestic and export 
markets. In 2001-2002, domestic mills will consume approxim.ate!y 7.3 million bales and 
almost 1 1 million bales will be shipped to foreign mills. Because of their involvement in 
the sale and shipment of cotton, ACSA members and Their producer and textile mill 
customers are directly impacted by the immctni y policy of the Administration. Therefore, 
any action taken by the Congress that will convince the Administration to change its 
harmful monetaiy policy will improve the economic and compclilive climate faced by 
Amcnca’s producers and textile manufacturers 
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■ OctrimciUiii Inipnct On US Textile Industry 

The U S, textile industry, one of the lai'ye.sl manuracturiiig sectors in the United Slates 
and a key partner with ihe cotton industry, has been devastated by die rise in the value of 
the dollar In 2001. I 16 textile mills were closed and 67,000 workers - 13% of the 
industry’s workforce - lo.st tlieirjobs. The start of the Aslan currency crisis in 1967 began 
a 4-year cycle of dellation in U S. textile prices that has resulted in a total loss of 177,000 
textile jobs and 215 textile mill closings Simply put, the dollar's continual use has been 
a major contributor to the textile industry's worst economic crisis since the Great 
Depression. 

In 1997, at the outset of the Asian Financial Coniagion our domestic textile mills were 
consuming 1 1 ,4 million bale.s of raw cotton produced in the United States. In contrast, the 
domestic consumption of U S, cotton has now dropped to 7,3 million bales - a decrease 
of 4 1 million bales or 35,5%, an amount equal to the total production last year in Texas, 
uur mo.st productive couon pi'oducing state. 

Before the dollar’s rise, the textile industry was thriving with industry fiber consumption 
at a record 17 billion pounds, industry shipments at a record S84 billion, capital 
expenditures at a near record S2.7 billion, and textile exports at a record of almost $1 7 
billion. Regrettably, since 1997 the dollar has appreciated in value by an average of 40% 
against the curreiicie.s of the top ton Asian textile-exporting countries and also against the 
euro and the Canadian dollar This lias destroyed the competitive structure of the industry 
and caused a major import surge while collapsing major export markets. Textile exports 
to Asia have dropped 26% and exports to the European Union (EU) are down 27% since 
1 997 Finally, exports to Canada and Mexico fell 8% and 1 3% respectively last year. 

The American Cotton Shippers Association urges the Congress and the Administration to 
work to lower the value of the dollar, which will serve to level the playing field not only 
for the U S textile industry, but Ibr all other manufacturing industries that are vital to our 
nation’s economic well-being 



Executive Vice President & 
General Counsel 
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PMMI 


Packaging 

Machinery 

Manufacturers 

Institutf. 


OmcERS 

Chairman of tfie Bgard 
M«U. BiEr 

MGS Mac*/n« Ctrponuicn 
Vice Cbiirmon 
Rodcy Msrqail 
MASQ Fttiaging Syilenu, 
Ik. 

Put Chainnan 
Bernard M. MsPheely 
HarVust iBieryaiionai. Inc, 


April 3*0, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
ATTN: Laurie Better 
Room 534, Dirksen Senate Office Building 

Washington, DC 20510 VIA FACSIMILE: 202-224-2080 


Praident 
ChirlnQ. Yuika 
MMI 


Dear Senator Sarbanes: 


BOAIUI OF DIMBCTORS 

Junes E, Andenon 
Marten fttSearcH CorpanUon 
WiltUmJ. Donohue 
AUoaMtd Pra^iioa 
Sfiiem Cerpamtlon 
RonsKl L. OownixB 
Gtvfe Garden 
AttMktej, Ik. 

Micfudl C> PuusI 
3M 

SlRHIfl L. CbiI 
Trtmgie Package 
Mathintry Co. 

MaricC> Gifvey 
Garvey Corponvion 
Edward J . Cerri 
Digital Deelltfi Irte. 

Clwrles Greene 
Orion Packaging 
^siem. Inc. 

Mark Jacobson 
Econocorp, Inc. 

Bruce Larson 
Geoiimnn Packaging 
Egu^lMiu 
Valeric Lapinski 
JTWOy«iv«c 
Glen A. Long 
INBX Viiion Syircrni 
MsBin N. PmJctoi 
Blueprint A Hiomarjon Ine. 
Robert F. Rtsley 
Materials Hatulllng 
Systems, Ine 
Williain M. Steel 
Dameirk PKkaging 
System}. /«. 


The Packaging Machinery Manufacturers Institute (PMMI) represents 51,2 origin^; 
equipment manufacturers m the United Suies and Canada. More than 65% of 
these companies have revenues of less than $10 million a year. Just under 85% nf 
them export machinery to European Union countries, Mexico, Brazil, China zx\i 
other areas around the world. 

PMMT members arc at a competitive disadvantage mtematjonally due to the United 
States’ strong dollar policy. In some cases tlteir prices are 20-30% higher than the 
local competition, simply because of the strong dollar. 

As a result, PMMI has seen the packaging machinery trade imbalance grow to $248 
million, up 37% from 1998. In addition, PMMI members’ exports have dropped 
20% from their high in 199$, to $849 million. 

Companies cannot continue to be active exporters in the face of the artificially 
imposed “tariff’ that the strong dollar creates. 

Please support PMMI member companies, and other companies facing the sami; 
issue, by stating publicly that the dollar is out of line with economic fundamentc'.ij, 
And please conimit to cooperating with other major countries to ensure that 
forces can work to bring about more realistic exchange rates. 

Why not give it a try and see if the manufacturing sector can follow the consumer 
part of the economy and “turn around?” 

Respectfully, 


Charles D. Yuska 
President, PMMI 
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VmVCrURAL fTffVi 
mmrciirofis 
OFMBW BMOLANO 


April 30, 2002 

The Honorable Phil Gramm 

Ranking Minority Member, Senate Banking Cte. 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 

Gentlemen : 

As a result of the US dollar being significantly overvalued a number of negative 
consequences are being experienced by New England Fabricators and the tax-paying 
public. First and foremost, as a result of the overvalued dollar it is virtually impossible 
for New England Fabricators to compete with Canadian Fabricators in the New England 
market. This has resulted and will continue to result in the loss of jobs and the closure of 
businesses in this region. Secondly, as a large segment of this type of work is at least 
partially state funded, the bitter reality is that our hard earned tax dollars are being 
exported to Canada along with our jobs. 

Please consider taking immediate and significant action to address this critical situation. 
As our organization has invested considerable energies relative to this problem we wo jk. 
be more than happy to provide further assistance or input. If we can be of further help 
please contact me at your earliest convenience. 


Sincerely, 



President 

SSFNE 
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■ Slitco Metal Processing & Sales Corporatio; 

Specializing in Ferrous and Nonkerrous Metals 


The Honorable Paul Sarbanes April 30, 2002 

Chairman, Senate Banking Cte. 

Attention; Laurie Better 

Room 534, Dirksen Senate Office Building 

Washington, DC 20510 


Mr. Sarbanes, 

We are a small nielal service center that is beinidirectly affected by tlie 
over valuation of the strong dollar We have se(^ a significant loss in sales 
to our customers in the nielal stamping industry,! They have lost programs to 
other countries. They have not lost them due topoor service or quality. 

They have lost tlieiu because of the imbalance t^ated by the inflated value 
of our currency. The situation is critical. 

The 30% increase in (he dollar over the last few ^ears has created an 
imbalance from a competitive perspective. Ourindustry is eroding because 
of this format. We need you do something abouf this immediately. 

Our market is very competitive and the different|e in the strong dollar is 
higher than our margins of profit. Foreign compltitors have a major 
advantage right out of the gate based merely on |urrency conversions. 

Our industries cannot get into the race if our ovelseas competitors are Just 
about at the finish line when the starting gun sotlids 

The economic fundamentals are critically out olline. We need you help 
and we need it now. Thank you for taking the tifee to listen, 



Rfmald J. Buzinski 
P®sident/Owner 



April 30, 2002 


Honorable Paul Sarbanes Honorable Phil Gramm 

Chaiiman, Senate Banking Committee Ranking Minority Member 

Attn: Laurie Better S«iate Banking Committee 

Coalition for a Sound Dollar 

Dear Senator Sarbanes, Senator Phil Gramm and Coalition for a Sound Dollar: 

Our company presently operates seven roanufecturing &cilities in North Carolina and one in 
Georgia employing more than 1,900 people. 

It is becoming increasingly difScuk to mountain production in our plants due to being severely 
in^acted by the strong (J.S. dollar that, no doubt, is over valued when compared to other currencies 
and o^ecially those in Asia. Recent^'' we have been unable to work full schedules in our plants with 
the result that our associates have not been able to enjoy the benefits of a full work-week. 

I LTRGE you to use your influence to change the U.S. Treasury’s strong dollar 
policy and to act quickly to bring the dollar back down to normal levels. The Reagan Administration 
was successful when Treasury Secretaiy Jim Baker changed U.S. policy ... it can be accomplished \jy 
the Bush Administration! 

This action is critical to all manufacturing in the U.S. and especially to the textile industry. 

Sincerely, 

lO- 

^ia^ies W. Chesauitt 
PresLdent/C.E.O. 

ATMI 

Jimmy Broughton 
Honorable Charles Schumer 
Honorable Max Cleland 
Honorable Walter Jones 
Honorable Carolyn Maloney 


pc: AYSA NCMA 

Honorable Jesse Heims 
Honorable John Edwards 
Honorable Hillary Clinton 
Honorable Zell Miller 
Honorable Nathan Deal 
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SPHERE 



Screw Machlra Product* 


April 30, 2002 

The Honorable Paul Sarbanes 

Chairman, Senate Banking Commitee. 

Attn; Laurie Better 

Room 534, Dirksen Senate Office Building, 

Washington, DC 20510 

□ear Senator Sabanes: 

i am writing this urgent ietter to ask for your help during the Senate Banking 
Committee hearing tomorrow May 1, 2002. 

The soaring US Doliar is breaking the back of manufacturing companies like 
mine. We are no longer able to compete with imported manufactured products 
and our major OEM customers are sourcing more of there products to overseas 
companies Additionally, the recent steel tariffs have Increased the prices of our 
domestic steel making us even more uncompetetive. 

The manufacturing base in this country is eroding at an alarming rate We need 
more realistic exchange rates to bring our economic fundamentals in line. 

I urge you to support the United States Manufacturing Base and help put an end 
to the economic unbalance cause by the rising US dollar 


Sincerely, 
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60^y££i\4- ^ua^ty.'^^‘tA/tTta/n4Aj^ o^nd SeMnce^ 


The Honorable Phil Gramm 

Ranking Minority Member, Senate Banking Cte. 

Room 554, Dirksen Senate Office Building, 

Washington, PC 20510 

Reference: Our Strong Dollar 

Dear Senator, 

The AlSC, an organization that represents thousands of companies and workers in the 
steel construction industry, has asked me to voice an opinion on the strong dollar. 

Introduction 

Let me begin by stating that I am an advocate for free trade and fair competition. The 
tariffs that were recently instated (once again) against foreign steel producers have hurt 
our company because we now pay more for raw steel subjected to those tariffs than our 
foreign couat-erparts, further, there ere far mere jobs mv'olvsd in the ef raw 5tsd 
than those protected jobs that generate raw steel 

Governments have used many flawed tools in an attempt to control their economies in the 
past. Some of these include extremely high taxes (or tariffs) and price controls. The 
history of our country (and others, such as The Soviet Union) is filled with examples of 
the inefficiency and unintended side effects of these tools. 

On the other hand, it is obvious that government needs to take a role to ensure stability in 
the economy - our own most dramatic example is The Great Depression. We have 
learned that the threat of tariffs may have been an instigator in The Great Depression, but 
we have also learned very powerfully that fiscal and monetary policy are the tools that 
government should use to balance the economy and trade. 

The recent dramatic rise in the value of the dollar has destabilized our economy, and 
should be corrected. Potential short-term side effects are inflationary pressure (which is 
presently low), but long-term side effects will be a more hospitable environment for job 
growth, export growth and import reduction. 



April 30, 2002 
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Qur Experience 

Steel Fabrication: 

The recent recession has affected us, but like many other small companies we have 
focused our attentions to new markets (such as Public Work). We have seen an increase 
in competition from Northern Slates for this work. When asked, companies from 
Montana and elsewhere explain, “Canadian Fabricators take all of the jobs in our home 
state; it is easier for us to compete here than at home.” 

Manufacturing: 

The past year for manufacturing has been dismal. Companies that have specialized in 
this area have been going out of business or moving to other markets. Several times 
weekly an auction notice will arrive in the mail for a large, well established machining or 
manufacturing company that has gone out of business. The frequency with which these 
auction notices are received has steadily increased over time, and the work they 
performed is moving to Asia. 

Industrial Work; 

With the recent concerns over energy, we felt we should investigate power plant and 
industrial work. Typically, large multi-national corporations run these projects and have 
the resources to buy the steel more cheaply from foreign fabricators, Sadly, the only 
industrial work we have landed is to fix some poorly fabricated steel from Malaysia for a 
power plant in our own backyard. 

ConclasioD and The Big Picture 


Every time we have bid on a job against a foreign fabricator, we have found their costs to 
be substantially (25% or more) below ours. We do not have these kinds of margins in o n- 
work. In fact, our labor and markup often amount to only 33% of our price. It is 
reasonable to expect foreign wages to be cheaper than those in the United States, but 
those advantages are offset by high shipping costs. Something bigger than “inefficient 
American companies” is at the heart of this matter. The difference in our prices has 
steadily risen with tanffs and the strength of the dollar. 

Thank you for your attention to this mallw. 

Sincerely, 

Zimmerman Metals, Lie. 

4 — 

President 
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April 30, 2002 

The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attention Laurie Better 
Room 534, Dirksen Senate Office Building 
Washington. D.C. 20510 

Dear Senator Sarbanes: 

It is my understanding that the Senate Banking Committee will hold a hearing on 
Wednesday, Way 1, concerning the value of the U S. dollar. 

As a representative of North Carolina's major businesses, North Carolina Citizens for 
Business and Industry is concerned about the number of manufacturing jobs being 
lost in our state and across the nation, 

The U.S. dollar has soared nearly 30% over the past few years and we believe this Is 
hurting all U.S. manufacturers and making it more difficult for us to be competitive in 
the global market. 


North Carolina has been a world leader in textile diid furniture manuTaciuring, but 
that position has changed dramatically over the past few years. This change in our 
economy has come about in part because of the over valued U,S. dollar. 

We urge you to act as quickly as possible to address concerns over the U.S. dollar 
and to address U.S, dollar policy in a way that will Keep us competitive and restore 
jobs and stability in our state's economy and across the nation. 

Thank you for your work on these efforts. 


Sincerely, 




Leslie H, Bevacqua 

Vice President of Governmental Affairs 


cc; Senator Jesse Helms 

Congresswoman Eva Clayton 
Congressman Walter Jones 
Congressman Richard Burr 
Congressman Mike McIntyre 
Congresswoman Sue Myrick 
Conoressman Charlas Taylor 


Senator John Edwards 
Congressman Bob Ethfiririge 
Congressman David Price 
Congressman Howard Coble 
Congressman Robin Hayes 
Congressman Cass Balfenger 
Congressman Melvin Watt 
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industries INC, 


Fax To: 202-224-2|)80 

The Honorable PauiiSarbanes 
Chairman, Senate Eianking Comn^^ittee 
Attn: Laurie Better 

Room 534, Olrksen Senate Office Building 
Washington, DC 20510 

Dear Senator Sarbanes: 

The soaring value of the U.S. dollar over the last several years has advereely 
affected manufacturing companies like my firm, Nu-Way Industries, Inc., along with 
many others in the farming and service industries. 

The devastating irrlpact of the decline in U.S. exports, over $140 billion in the last 18 
months, is largely because of the overvalued dollar. And, this situation has caused 
at least 500,000 u|.S. factory workers to lose their jobs, including about 100 people 
at our company. Plus, you also need to consider the thousands of additional jobs 
lost In the farming and service areas. 

We have recently explored contractual relationships which would enable us to 
produce products n other countries. However this was not a matter of choice, but a 
matter of necessitjy. We would prefer to bolster manufacturing and jobs here in the 
U.S., as has been our privilege for over 30 years of operation. However, without 
your support and assistance, this is not possible. 1 urge you to work aggressively 
with your associates to forge a plan with other major countries that insures that 
market forces work to bring about more realistic exchange rates. 

This action is essential to revitalizing the U.S. manufacturing sector and to restoring 
the hundreds of thousands of lost jobs. Please do al! you can to contribute to this 
most important ulndertaklng. 


Sincerely, 



Mary Howard I 
Executive Vice Pijesident 



230 


/ I i / Rackaging 
UmJTechna/agies 


April 30, 2002 


The Honorable Paul Sarbanes, Chairman 
Senate Banking Committee 
Attn: Laurie Better 

Dirksen Senate Office Building, Room 534 
Washington DC 20510 

Dear Mr. Sarbanes; 

I am extremely concerned that the dollar continues strong against foreign currencies, 

I am CEO for Packaging Technologies and our export. business volume is down and what export 
business we have is much lower margins due to the strength of the dollar. 

There are currently several opportunities in China for our products (capita) equipment for the 
packaging industry); however, wc compete with the Japanese in that market. The weak yen 
renders a 30% price advantage for the Japanese competitor and virmally eliminates our ability to 
compete in China. 

You should give serious consideration to using all means to bring the dollar back in line will; xU 
global economic fundamentals. 

Thank you for your consideration. 

Sincerely, 



SC Kmrtndgf^k SC KPAerafill 


[Sj Halmatic 

FiifiiKi ant/ Sert/w 
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S T H I) C T U R A L 



WELDING «( ENGINEERING 


StiJCtural Steel * Miscellaneous lion ■ Field Services 


April 30. 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Comminee 
Attn: Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 20510 


Re; Overvalued U.S. Dollar 


Structural Wcldmg &. Engineering, Inc is a structural steel fabrication and erection company operating in the northeast ur.:*.;: .. 
States. 

The growing disparity between the value of the U.S. dollar and the Canadian dollar has created a crisis situation in the stsci 
fabrication industry. American fabricators cannot compete vrith Canadian fabricators due to the overvalued U.S. dollar. 

Examples of recent projects that were awarded to Canadian fabricators are the Chicopee High School project in Chicopc:; 
Massachusetts and the Basketball Hall of Fame project in Springfield, Massachusetts. In both cases no American fabrics^, . 
compete with the “below cost” prices offered by several Canadian coit^anies. These scenarios are playing out on a daily basis 
throughout the northeast. Each construction project that bids, public or private, can have up to 20 or 30 Canndian steel fabrication 
bidders. The number of Canadian fabricators bidding on projects has exploded over the past three years due to the overvalued U.S. 
dollar. 

The slinrp increase in foreign con^ctition and the overvalued dollai have forced our company to cut jobs by 10%, freeze all cost 
living pay increases and consider future job cuta. 

Unless government implements corrective mcasuics restoring parity, the survival of our company and the steel fabrication • 
in the northeast is in jeopardy. We urge the U.S. government to; 

Publicly state that the dollar is out of line with economic fundamentals. 

Stop giving the impression the U.S. government is happy with the dollar no matter how strong. 

Commit to cooperating with other major countries to ensure that market forces can work tn hr:;;,.;, 
realistic exchange rates. 

This crisis requires the immediate attention and action of the U.S, government. 


Sincerely^ 


Paul R. Labbc 
Comp [roller 
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ASSOCWr'PW CONNECTING 
! ELECTPONICG INOUarPIES* 


Chairfl'iafl cf Oie Board 
Stanley C. Ptek 
3S^C Mafiirfacttiritig CorparBoon 
Appleur, Wl 


(>,&fTna/>€lect 
Peter J, Murphy 
Partgx Corporation 
Metfwsn, MA 

Tnsasurer 
Lbo fleynolds 
Becffonic Systems Inc. 

.Soul FbHs, so 

Irmediaie 
PasC Chairman 
Ron Underwood 
Qnuit Corur inc. 

Deyton, OH 

Progideni 
Dennis P McGuHt 

Chairman of the 
TecnniceJ Actvities 
ExecutivB Commitae 
Michaei Kill 
Dynamic Oatais. Inc 
Sta^a- VA 

PC GOtfemmsm Fteations 

OfticB 

Fern torams 
Orecaar cnvjronrrsnM! poiii^ 


April 30, 2002 

Ttie Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Room 534, Oirksen Senate C^ce Budding 
Washington, DC 20510 

Dear Chairman Sarbanes; 

On behalf of the iPC, Assodation Connecting Electronics Industries, I am writing 
to you to e)q3ress our concern regarding the over-value of the dollar. IPC is a 
U.S.-based trade assodation dedicated to the competitive excellence and 
financial success of its more than 2,500 member companies which represent all 
facets of the electronic interconnection industry, induding design, printed wiring 
board manufacturing and electronics assembly. As a member-driven 
organization and leading source for industry standards, training, market research 
and public policy advocacy, IPC supports programs to meet the needs of a $44 
biilion U.S. industry employing more than 400,000 people. 

The electronic interconnection industry has experienced fierce competition from 
Asian competitors, in particular, China and Taiwan. Currently, these countries are 
able to manufacture printed drcuit boaibs and assemblies at considerably lower 
costs frian tfteir American counterparts. In many cases they have a 40 to 50 
percent advantage. One of the major factors in this advantage is the strength of 
the U.S. dollar The value of the dollar is up 30 percent against major currendes 
since 1997. That'sJustiikepladnganew30percenttari1fonU.S.products. U.S. 
produced printed drcuit boards and assemblies are being priced out of fore^n 
markets - and even out of our own martets. 

Nearly. 60 percent of IPC members are made up of small- and medium-sized 
manufacturers. With exports falling at a steady rate for the past eighteen months, 
tii^e are the businesses that are »jfTering the most. 

The over-inflated value of the dollar is hurting the U S. manufacturing sector more 
and more the Administration contimjes to advocate a strong dollar policy I 
urge you to examine the current U.S policy toward the strcxig dollar. It is 
imperative that the U.S. reassesses its policy and realigns the dollar to accurately 
reflect its value in tiie global market Until that happens, American manufacturers 
will continue to falter. 


JohnKsria Sincerely, 

Dlrsctor, Gavewri«nt RetWons ^ a 

Dennis P, McGuirk 
President 


S<W”Wig fifts Printed Cinuit BatirtJ mnd jStatftMfcs ABBambi^ tadodti'iea, Tbeir CiiBtoiTtcrx and Sopptiera 
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Andrea Piana 
General Mgr. 

Tintoria Piana US Inc. 
220 S. Erwin Street 
Cartersville, GA JD120 


April 30, 2002 

Chairman Senate Banking Committee 

534 Dirksen Senate Office Building 
Washington, DC 20510 


Chairman Committee: 

The dollar is up 30 percent against major currencies since 1997. That’s 
just like placing a new 30 percent tariff on U.S. products. U.S. goods 
are being priced out of foreign markets &#8211; and even out of our own 
markets. Manufacturers are being particularly hard hit, and are losing 
sales and laying off workers. 

Our company during 1998 ran a 7 day work week with 4 shifts operating 24 
hours a day. At this current time we are operating only 2 shifts - 4 days 
a week for a total of 20 hours a day. Our sales, along with our customer 
base, have been greatly reduced since that time. We have seen our 
customers reduced their personnel along with their operation facilities. 
Our exports are way down from the prior years. 

The Administration should: (a) firmly state it seeks a sound dollar that 
is consistent with underlying economic fundamentals, including 
competitiveness o£ America&#821?;8 farms and industries; (b) request 
cooperation with other major countries on a joint effort to more 
realistically realign their currency values to the dollar; and (c) loudly 
object when ocher countries seek to resist market correction of their 
currencies upward. 

Sincerely, 


Andrea Piana, General Mgr. and the eraployess of Tintoria Piana US Inc., 
Cartersville, GA General Mgr. Tintoria Piana US Inc. 


Received: from mailsimsl.senate.gov ([156.33.203.10]) by imaexch.senate.gov 

with 

SMTP 

(IMA Internet Exchange 3.13) id 0061121D; Tue, 30 Apr 2002 16:30:09 -0400 
Received: from outbound.capwiz.com by mailsimsl . senate .gov 
(Sun Internet Mail Server sims .3 .5 -2000. 03 .23 . 16 . 03 .plO) 
with SMTP id <0GVE001BCEFGMY®mailsiTnsl. senate. gov> for 

laurie_better@banking.senate.gov; Tue, 30 Apr 2002 16:33:17 -0400 (EDT) 
Received: from proxy3 (unknown [192.168.1.20]) by outbound.capwiz.com 
(Postfix) 

with SMTP id B65CC59ABE for <laurie_better®banking . senate . gov> ; Tue, 

30 Apr 2002 16:28:34 -0400 (EDT) 

Date: Tue, 30 Apr 2002 16:25:43 -0400 
Prom: Andrea Piana <tpdyer®aol .com> 

Subject: Comments for May 1 Hearing on Dollar Policy 
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Raymond Nadolny 
Vice President Sales 
Corey Steel Co. 

2800 S. 61st. Ct. 
Cicero, IL 60804-3091 


April 30, 2002 

Chairman Senate Banking Committee 

534 Dirksen Senate Office Building 
Washington, DC 20510 


Chairman Committee: 

The dollar is up 30 percent against major currencies since 1997. That's 
just like placing a new 30 percent tariff on U.S. products. U.S. goods 
are being priced out of foreign markets &#8211; and even out of our own 
markets. Manufacturers are being particularly hard hit, and are losing 
sales and laying off workers. 


The Administration should: (a) firmly state it seeks a sound dollar that 
is consistent with underlying economic fundamentals, including 
competitiveness of AmericaS:#8217;s farms and industries; (b) request 
cooperation with other major countries on a joint effort to more 
realistically realign their currency values to the dollar; and (c) loudly 
object when other countries seek to resist market correction of their 
currencies upward. 

Sincerely, 


RAY NADOLNY 

Vice President Sales 

Corey Steel Co. 


Received: from mailsimsl.senate.gov ([156.33.203.10]) by imaexch. senate .gov 

with 

SMTP 

(IMA Internet Exchange 3.13) id 0060E8AC; Tue, 30 Apr 2002 12:59:25 -0400 
Received: from outbound.capwiz.com by mailsimsl.senate.gov 
(Sun Internet Mail Server sims . 3 . 5 . 2000 . 03 . 23 . 18 . 03 .plO) 
with SMTP id <0GVE00LP336QHZ®raailsimsl. senate .gov> for 

laurie_better©banking. senate. gov; Tue, 30 Apr 2002 12:30:27 -0400 (EDT) 
Received: from proxyS (unknown [192.168.1.20]) by outbound.capwiz.com 
(Postfix) 

with SMTP id BEF5459A81 for <laurie_better@banking . senate . gov>; Tue, 

30 Apr 2002 12:25:44 -0400 (EDT) 

Date: Tue, 30 Apr 2002 12:22:54 -0400 

From: Raymond Nadolny <rnadolny®corysteel . com> 

Subject: Comments for May 1 Hearing on Dollar Policy 

To: Chairman Senate Banking Committee <laurie_better@banking. senate. gov> 
Message -id: <20020430162544. BEF5459A81®outbound. capwiz . com> 

MIME-version : 1.0 
X-Mailer: SMTP-Mailer 



235 



May 1,2002 



The Honorable Paul Sarbanes 
Chairman, Senate Banking Committee 
Attn; Laurie Better 

Room 534, Dirsen Senate Office Bldg, 
Washington, D.C. 20510 


Dear Mr, Chairman, 

I am writing this letter to apprise you of a very serious situation threatening the 
Structural Steel Fabrication Industry m the United States. 

The Canadian Government has systematically targeted our industry and has 
developed programs for their country’s fabricators, These programs have been so successful, th;tr 
the Canadians have now become the dominant force in the Structural Steel industry in the Unit:„ 
States, 


The overwhelming advantage the Canadians have is the monetary exchange rate. 
As it currently exists, the $1 .58 Canadian Dollar opposed to the $1 .00 American Dollar allows 
the Canadians to “target” and win any project they choose. The fact that many of these project? 
are publicly funded, by either Federal, State or Local agencies adds insult to injury. 

We believe the Canadian Government is aitiftcially manipulating the exchange 
rate to benefit their population at the expense of American workers. 

It is our belief that this manipulation goes against the principles of fair trade 
practice. Therefore, we feel justified in asking the Senate Banking Committee to take the 
necessary steps to ensure a more equitable exchange rate between our countries, A more 
equitable exchange rate would reduce the Canadian advantage in the Structural Steel market. 

On behalf of all the people involved m our industry, I thank you for your lime arf 
consideration regarding this urgent matter. 


Sincerely, 



Thomas A. Heaney 
Executive Vice President 
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Megquier & Jones, Inc. 



STRUCTURAL STEEL 

^ 1156 BROADWAY SOUTH PORTLAND, MAINE 04106 


May 1,2002 


Thd Honorable Paul Sarbanes 
Chwnnan, Senate Banking Committea 
Rm. S34, Dirkseti SenatQ Office Building 
Washington, DC 20410 

Attn: Laurie Better 

Re: US Dollar Overvaluation 

Dear Chairman Sarbanes, 


It has come to our attention that the Senate Banking Committee which you Chair will hold a 
meeting on May 1 , 3Q02 regardlrg tho strength of the US dollar. This is an issue of vial interest to the steel 
fabrication industry, particularly those of us in tbeNoitheaat> Cur company, being a border state has been 
dealing with this issue for a decade and each year It becomes worse. 

Imports of Bibricated structural steel from Canada have increased from 129,000 short tons in ; ■ 

to 348,000 short tons in 2000. Canada is far and aw^ the iargest exporter of fabricated structural steel to 
the United States. Much of thU increase has been in the Northeast which is my Company’s pruDary 
market, the reason for tlus increase is simply the exchange rate. Produce in Canadian dolto, drive a few 
htmdred miles at a nominal cost (in some cases subsidized by Provincial Governments) and get paid in U.S. 
dollars -> an absolute windfall at the cost of U.S. jobs- 

Our Company has been in this business since 189S and is able to compete widi any of die fabricators when 
on a “level plying field” We have a modem automated plant with motivated employees. However, when 
we bid projects that we already have a disadvantage of 25 30% ou bid day, we are soundly beaten on a 
regular b^ia. 


Sincerely, 

megquier & JONES, INC. 


cc; Honorable Phil GranW} 


^Y/plm 
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WELLMAN, INC 


May 1,2002 


Tile Honorable Paul Sarbanes. Chairman 
Senate Banking Committee 
Attention: Lauri Belter 
Pax Number: (202)224-2080 

Dear Sir: 

I am writing to express my serious concern regarding the Treasury Department's 
ongoing “Strong Dollar Policy”. 

It is my personal opinion, supported by many manufacturers I talk to, that this 
policy is detrimental to U-S. manufacturing and fair trade. 

A National Association of Manufacturers study indicates the dollar’s rise has 
caused a loss of nearly 1 .3 million manufacturing jobs in the last year alone. This policy 
has caused the dollar to hit a 16 year high, an increase in value of 30% in the last 5 years, 

Wellman, Inc. has been directly impacted by this policy, and it has contributed to 
our decision to close two plants in the Carolinas, in the near future. 

We, like al! U.S. manufacturers, want to operate with a “level playing field” and 
compete in a fair trade environment. The overly strong dollar is a handicap to business 
growth in the future and is a major threat to current employment. 

Sincerely, 

Ian K. Shaw 

Plant Manager 
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GURUt^ 

aiPFLY GimMIIT 




Member:NOR.TH AMERICAN 
Steel ALLIANCE 


T8e IndependaniAdvantage. 


May 1, 2002 

The Honorable Paul Sarbanes 
Chairman. Senate Banking Comtrilttee 
ATTN: Laurie Better 
Room 534, Dlrsen Senate Office Building 
Washington, DC 20510 

Dear Senator Sarbanes; 

Thank you for taking the time to review our serious problem. U.S. fabricators and especially tr.ci: 
in New England are facing unfair eampetition from Canadian fabricators that are taking virtually ■ I 
of their work. This includes many publicly funded jobs such as schools, courthouses and airct ■ 
etc. Although this problem has existed for some time, it has been overlooked up until recciT 
since most U S. fabricators have also been busy due to the strong economy and the Big D : 

With the current building slowdovim the affect of the Canadian Fabricators is being felt by [i-:, 
and small shops sihce the large shops are being forced to bid the smaller jobs because the 
Canadian Fabricators have taken all of their work. 

The Canadian trade advantage is threefold. 

> Unlike the U.S.. Canada does not produce any of their own beams and therefore hes r, ;. 
pending tariffs blocking imported beams. A Canadian fabricator can buy imported bean 
for significantly less per pound than what a U.S. Fabricator must pay for same beam The 
cost can be as low as 40% below what Fabricators in the U.S. have to pay for the same 
section of wide flange beams. 

> In Canada. Workman's Compensation and Health Insurance is fully provided for by thn 
Government. Workman's Compensation and Health Insurance is a major experiii- 
U.S. Fabricators that can add as much as 45% to their labor costs, 

> One U.S. Dollar is currently worth 1.58 Canadian Dollars. This is the greatest dispanly i 
recent history. In Europe they are also now experiencing free trade between nations buf 
with one big difference - One currency - the Euro Dollar! 

I have explained the problem in detail in my enclosed Newsletter, I have also enclosed lists or 
recent projects awarded to a few of the Canadian fabricators that show that a majority of ther 
work is fabricating steel for delivery to jobs In the U.S.A. 
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Canadian Fabricators, due to the recent slow down and their above advantages are 
underbidding U S, Fabricators buy more than a third. Many U. S. fabricators have give ; 
bidding any structural jobs. Some have no idea what to bid on since they know they will ge; 
underbid by Canadian’s on any job that is new construction, which requires minimal change 
orders and a therefore a minimal local presence. Many have had to lay off employees and otn 
have no more than a few months of back log on their books and are very concerned about 
upcoming year. The situation is extremely urgent and must be addressed immediately 

What needs to happen? 

On a Federal Level: 

1 . U. S. has to levy heavy duties on steel fabricated in Canada to make up for their 
currency, labor and steel purchasing advantages. 

2 As was done in Europe via the Euro Dollar, all NAFTA countries’ currencies sr u.- 
exchanae at oar. Unless the Canadian Dollar exchanges at par with the U.S. Deli? 
we will not have a fair U.S./Canadian trade policy. 

On a State Level: 

1 . To speed up the relief, the New England States should irnmediately pass legis'a' 
which prevents steel fabricated outside the U.S, from being used in new striictu:-?- 
such as schools that receive state funding 


Thank you, 




^ohn G, de Vries 
President, CEO 
Central Steel Supply Co., Inc. 
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CENTRAL STEEL JOU 




"Keeping you informed of changes in the world of 51 

John Doe can’t win a fabricating job* 


Why John Doe USA Iron Works 
is not bidding on the new Local 
High School? 

John Doe's story would inspire any hard working person 
with a dream for success and the sweat to get there. 
After working his way up from welder, to Shop foreman, 
to estimator and then second in command of a large 
fabrication shop, John went out on his own about ten 
years ago. His steel fabrication shop is called John Doe 
USA Iron Works. 

Independence has not been 
easy for John but he wisely 
reinvested most of his past 
profits back into the 
business in the form of 
estimating software, new 
plant facilities, and saws 
etc. John recently 
expanded his shop and 
installed a new beam line. 
He 1 $ very proud of hi$ state 
of the art steel fabneation 
shop; It is well laid out and is as efficient a$ any medium 
sized Misceiianeous/Structural Steel Fabrication shop in 
North America. 


With hard work and a 
well-paid team, John 
Doe has built a 
reputation for quality 
and reliable delivery 
times that has earned 
him the edge in winning 
jobs from contractors 
and property owners 
throughout New 
England. He has reached middle age now and is 
looking forward to teaching his son, a recent civil 
engineering graduate from UMASS Loweff, the business 
so he can retire in ten years. 

But somehow the business is beginning to chartge and is 
becoming much more competitive, Although in the past 
John averaged 6 months to over a year in back log, he 
now has only 2 ‘'A months of work left on the books. He 
has not won a significant bid in over 6 months. Has the 
economy ixme to a halt due to September 11*^ and the 


demise of the Dot-Coms? Not so says John - the 
Dodge report is stiii loaded with work that John has bio. 
including lots of new schools and bio-tech facilities. 

But why is John Doe USA Iron Works not winning 
any new work? The answer lies north of the border 
Unlike the U.S,, Canada does not produce any of th?- r 
own beams and therefore has no pending tariffs blor- '■ 
imported beams A Canadian fabricator can buy 
imported beams for significantly less per pgur\d than 
what a U.S 
Fabricator 
must pay for 
same beam. 

The cost can 
be as low as 
40% below 
what 

Fabricators in 
the U.S have 
to pay for the 
same section of wide flange beams. 

This is a huge purchasing advantage, but it is only r : ' 
of ffie problem. In Canada, Workman’s Compensat,.}ii 
and Health insurance is fully provided for by the 
Oovemment. What does that convert to in tabor cost 
savings? Add that to the fact that the Canadian dollar is 
worth only 62 U.S. cents gives our friends to the north tir 
unfair advantage. The Canadiii; . 
government is in effect expoiTn;.:: 
their own unemployment to the 
U.S ! A significant and 
continually increasing amcLir i ^ 
the U.S. Steel Fabrication work r 

going to Canadian Fabricate) - 
In many cases they are ur.: 
biddingU.S. Fabnest: 
than a third! 

Canadian Steel Fabricatois ■ . 
set up mega production shops mostly in eastern Lc- . 
to take advantage of the profitable market in the 
States They have estimators and sales teams wiin icc? 
U.S. offices to make sure they do not miss biddinq on 
any of our jobs. Last year about 840,000 Tons of 
Structural Steel was imported from over seas into 
Canada; their own annual usage for this steel is only 
about 650,000 Tons! Where do you think the rest o, 
the steel went? 



Marriot Inn. Boston, MA 
Steel Fabricator: 

Ocean Steel, N8 CANADA 


Wfrhoufpay'/ng sfgnrfrcanf Oump/ng Dutiss, U.S. 
Fabneefons cannot buy most imported atssl, 
especiatfy teams, off the pier in Montreaf and 
truck it south over the border for fybrication. On 
the other hand, Canadiart Fabricators are buying 
imparted steel from overseas at a lower price, 
fabricating it in Canada with much lower labor 
costs and then exporting it in a hbiicated form 
into the U.S. while not paying any signiheant 
duty. 
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Up until the recent slow flown the fact that Canadians 
have taken so many U.S. Steel Fabrication jobs has 
gone unnoticed because Fabricators in the U.S. still had 
plenty of 
work, Out as 
constructiort 
continues to 
siow the 
same 
Canadian 
Fabricators 
have started 
to under bid 
and win 

more and more of the smaller "Miscellaneous" iron 
jobs. They have nc choice but to take the smaller jobs if 
they want to maintain the volumes that are required to 
keep their large Canadian operations efficient, 

John Doe has given up on bidding any new public work. 
He is tired of coming in above Canadian Fabricators on 
every bid, Just recently. John bid on the new high 
school in Falmouth, MA - a project that will eventually 
result in a 10 ’ 15% increase in John's personal home 
property tax. Again, there were five Canadian 
Fabricators who submitted lower bids than John’s, The 
sad thing is that the highest of the Canadian bids was 
aver $1 50,000 below his bid and John had the lowest bid 
submitted by any U.S. Fabricator! 


address the issue in their final trade action 
recommendations. Any pending action to further protect 
U.S- steel mills will only raise domestic steel prices/costs 
for U.S. Fabricators and increase Canada's already 
huge advantage. The time has come for the U. S. to 
levy heavy duties on steel fabricated in Canada to 
make up for their currency, labor and steel 
purchasing advantages. Also, as was done in 
Europe via the Euro Dollar, all NAFTA counthe - 
currencies should exchange at par. To speeu 
relief, the New England states should imm . 
pass legislation which prevents steel fabricaw . 
outside the U.S. from being used in new struct^ - 
such as schools that receive state funding. M ' - 
is great idea, but was it created to let the Car-S'. 
advantage of us? If the ITC, President Bush 3:' ., : 

New England State Legislatures ignore this pan., ■ 
than the future of the U.S, Steel Fabricator is net jusi 
uncertain but soon may be coming to an end. Can New 
England afford to lose any more manufacturing jobs to 
unfair foreign competition^ 

Where can U.S. Steel Fabricators turn for help? 

Join one or more of the following b'ade 
organizations: 

Structural Steel Fabricators of New England: 
www.s5fne.ora 



Although John Doe USA Iron Works obviously does not 
really exist, all of the above examples are taken from 
real cases and a similar story with varying degrees 
of pain is being played out throughout the United States 
especially in New England- New England and U.S. Steel 
trade does not 
Intervene, the 
picture is going 
to get a lot 
worse. 

Although the 
American 
Institute of 
Steel 

Construction 
attempted to 

have Canadian Fabricated Steel included in the section 
201 trade action recommendations to the President, the 
International Trade Commission ("ITC”) failed to 
understand the severity o^ the problem and did not 


Fabricators are in big trouble and, if fair 



Login Airport - Expinsion. Bostort, MA 
2900 Ton$ 

Steel Fabndtor; AOF Group, QC Canada 


American institute of Steel Construction: 

www.aisc.orQ 

National Omamentel & Miscellaneous 
Association: www.nomma.ora 

Write your U.SJLocal State Representative/Si^n 
and the U.S. Ambassador to Canada: 


www.house.Qov/writerep www.state.ma us 


www.senate.aov/eDntactina/index.cfm ^ 

www.usembassvcanada.Qov 

I invite you to call me to discuss this very 
significant issue. 


VT, 

ME “ 

rra !? to COn:scr 
your state 
legislators. 


John G. de Vries 

President, CEO 

Central Steel Supply Co., Inc, 


Serving the Steel needs of New England Industry Since 1945! 


Cenb'al steel Supply Co., Inc. Memtar, 

99 Foley Street, Somerville, MA 02145 Tha Indaperrler,! a 

617.625.3232 SOO.34S.3232 


Fax 617.666.3027 
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Company Information 


The Cherubini Group o^Companies is a wholly owned and operated 
Nova Scotia based steel fabrication operation. The fabrication group 
includes the following divisions: 

• Cherubini Metal Works Limited. Dartmouth. NS 

• Rendan Fabricators Limited, Dartmouth, NS 

• Amherst Fabricators Limited. Amherst, NS 


The Cherubini Group, operating since 1967, presently employs 
approximately 310 people. Officers include Danilo Gasparetto. 
President, Renato Gasparetto, Secretary-Treasurer and Stephen Ross, 
General Manager. In 2000, we were ranked 52nd on the listing of the 
Top 101 Companies of Atlantic Canada and were included on the Top 
20 listing of the region's fastest growing companies. 

Our main focus of construction is related to heavy and light structural 
stee], bridges, platework, transmission towe^and miscellaneous 
fabrications. Versatility of the Company is demonstrated with its ship 
refit contract completed for Secunda Marine Services Limited We are a 
member of the Canadian Institute of Steel Construction, the Canadian 
Welding Bureau (Division 1), the American institute of Steel 
Construction and have been awarded ISO 9002 certification 

The Group's Dartmouth, N.S. production facilities of 80,000 sc|. ft. and 
Newfoundland's production facility of 10,000 sq. ft. house some of the 
most technologically advanced computer numerically controlled 
fabrication equipment. With equipment ranging from beam lines to 
burning tables, these locations allow for the production of 1 5,000 - 
20.000 tons of quality fabncated product per year. The May 1 999 
opening of a 74,000 square foot prcxJuctjon facility in Amherst, N.S. has 
doubled the Company's capacity to produce fabricated steel 

The Dartmouth facility, together with CSI Fabricators Inc in 
Newfoundland and Amherst Fabricators Limited, form alliances with 
Argo Protective Coatings Inc. providing quality coating paint systems, 
finishes and hot dipped galvanizing and Rendan Fabricators Limited 
providing rebar fabrication and placing, ensures customers a full service 
Group of Companies. 

Our advanced fabrication process, virell trained woiit force and strategic 
alliances continue to be the key ingredients in allowing Cherubini to 
provide a quality product, delivered on time and at a reasonable price. 
Over the past few years, Cherubini has strengthened ite international 
markets with the successful completion of many projects with 
contractors in the North Eastern United States and Beimuda. Past and 
current projects include the delivery of steel to Job sites in 
Massachusetts, Maine, New Jersey. New York and Connecticut. The 
Amherst facility, positioned close to the U. S. border, will provide an 
effective distribution to Cherubini's growing marketplace. 

Cherubini takes pride in the fact that we were a major supplier for the 
Confederation Bridge linking New Brunswick and Prince Edward Island. 
Our expertise with bridges has been enhanced with frie supply and 
install of structural steel for the Hillsborough River Bridge project and is 
reinforced by the 1999 Macdonald Bridge upgrade project for the 
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Halifax-Dartmouth Bridge Commission. 


Facilities: 

14.000 SF Dartmouth Tower Shop 

25.000 SF Dartmouth Main Shop 

22.000 SF Dartmouth Bridge Shop 

21.000 SF Dartmouth Mixed Use Buildings 

74.000 SF Amherst Shop 
5 acres of Yard Storage 

For genera! inquiries piease see the contact information below. If you 
would iike a brochure, please provide us with your full address. 

Telephone: 

902-468-5630 


Fax: 

902-468-5742 


Email: 

cmw@ch erubinigrou p.GQm 



CHERUBINI GROUP OF COMPANIES 
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Project Experience 


Click on of iho pidufos boiow to view |he fuff picture. 

CURRENT STEEL PROJECTS 

WEIGHT 

IN TONS 

CONTACT 

Nautica 

Charlestown. MA 

1250 

Suffolk Constnjction 

Conduit Supports 

New York, NY 

28 

Koch Skansks 

Marshall House Bermuda 

Hamilton, Bermuda 

8 

MR Construction 

Temporary Tower Supports 

Bronx, NY 

55 

DftFoe Corporation 

Sole Plates 

JFK Airport, NY 

7 

AirRail Transit 

Hornes Brook Viaduct 

Alma, NS 

115 

Direen Construction 

MWRA North Maintenance 

Facility 

Chelsea, MA 

770 

SuffolK Construction 

Expansion Joints 

Carteret. NJ 

77 

Koch Skanska 

Olin College > Bldg D 

Needham, MA 

587 

Richard White Sons 

Calplne Ross 1 Spring Street 
Substations 

Westbrook/Gorham, ME 

10 

Central Maine Power 

Approach Bracket Repair 

Outerbridge Crossing, NY/NJ 

30 

Koch Skanska 

US Airways 

Boston, MA 

600 

Daniel Marr & Sons 

Fort Banks Elementary School 

Boston, MA 

400 

TR White 

Scuppers - Outerbridge 

Crossing 

New York. NY 

230 

Koch Skanska Inc. 

Brackets - Outerbridge Crossing 

New York, NY 

200 

Koch Skanska Inc. 

Northbridge High School 

Northbridge, MA 

1000 

Jackson Construction 

Esso Pier Upgrade 

Bermuda 

100 

Correia Construction 

Office Expansion - Clearwater 

200 

Corkum Construction 
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Bedford, NS 



Office Complex 

Cayman Islands 

250 

Gibbons Management 

Terra Nova 

Offshore 

5 

Offshore International 

Production Assemblies 

Offshore 

5 

Offshore International 

Logan Airport 

Boston. MA 

600 

ADF International 

Musquodobit School 

Musquodobit, NS 

102 

Tidewater 

Construction 

Bio Square ParKing Garage 

Boston, MA 

975 

Suffolk Construction 

Central Square 

Cambridge, MA 

1050 

Suffolk Construction 

6*^ and 7^^* Avenue Bridges 

Bronx. NY 

815 

Quickway Metal 
Fabricators 

Hopkinton High School 

Hopkinton, MA 

442 

Callaghan & Sons 

Boston Latin School 

Boston, MA 

493 

Suffolk Construction 

Travellers Form 

St. Louis, Ml 

320 

Walter Construction 

BrucKener Temporary Overpass 

New York, NY 

522 

DeFoe Corporation 

Parapet connection 

JFK Airport. NY 

439 

AirRail Transit 
Consortium 

Landmark Center 

Boston, MA 

1100 

Daniel Marr & Son 

Clayton Park West Apartment 
Building 

Halifax, NS 

Unit Price 

Steve Hamas 

COMPLETED STEEL PROJECTS 

WEIGHT 

IN TONS 

CONTACT 

Exterior Stage Space Frame 

Dartmouth, NS 

55 

Halifax Regional 
Municipality 

Buxton / Biddeford Substations 

Buxton / Biddeford, ME 

10 

Central Maine Power 

St. John’s Civic Centre 

St. John's, NFLD 

900 

City of St, John's. 

NFLD 


IlH 


























































Si. John's Civic Centre 


Holyoke College Athletic Facility 
Holyoke, MA 

276 

Fontaine Bros,, inc 

Westbrook Substation 

Westbrook, ME 

40 

Ceritral Maine Power 

Bedford Place Mall Joist Repairs 

Bedford, NS 

Site Work 

Dorchester Oaks 
Property Management 

Alcan Project 

Alma, QC 

760 

Canam Manac Group 

Fitzgerald School 

Cambridge, ma 

260 

Peabody Construction 

Casino Pedway 

Halifax, NS 

46 

J.W. Lindsay 
Enterprises Ltd. 

Bruckener Temporary Structures 

Bruckener Expressway, NY 

S74 

DeFoe Corporation 

Waterfront, Misc- Metals 

Hamilton, Bermuda 

76 

BCM McAlpine 

CA/T Underpinning Fabrication 

Boston, MA 

100 

Maritime Steel 

Retail Complex 

Bayers Lake, ns 

70 

WM Fares and 
Associates 

New Ditson Elementary School 

Billerica, MA 

462 

P J Stella 

Construction 

Concrete Forms 

Vancouver. BC 

603 

DeaiS.R.L. 

Waterfront Casino 

Halifax, NS 

1100 

J.W. Lindsay 

Enterprises Ltd, 



Halifax Wv^terfront Casino 


Macdonald Bridge Upgrade 

Halifax, NS 


6000 


Halifax /Dartmouth 
Bridge Commission 
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I 







1 IVIacdonaid Bridge Upgrade | 


Pi«r Cable Framing -< St. Louis 

St, Louis, M! 

195 

Walter Construction 

South Gorham & Surowlec 
Substations 

South Gorham & Surowiec, ME 

1 

' 2-4 

Central Maine Power 

Beacon Project 

Amherst, NS 

300 

Breton Steel 

Charles River Square Building 

Watertown, MA 

1055 

Prime Steel Erectors 

Martin Marietta 

AuldsCove, NS 

12 

Beaver Marine 

Skylight Trusses Yarmouth 
Residence 

Yarmouth, NS 

8 

Ctemmensen & 
Associates Ltd. 

McCurdy Printing Loading Dock 

Dartmouth, NS 

6 

L.B. Stevens Group 

Conference Hall 

Wolfville, NS 

140 

Old Orchard Inn 

Whale Beam 

Boston, MA 

1000 

Perini Kiewit Cashman 

Buxton Substation Steel 

Buxton, ME 

Unit Price 

Central Maine Power 

Logan Airport Cooling & Heating 
Upgrade 

Boston, MA 

335 

Peaisody Construction 
Co. 

Phelps Property Renovations 

Hamilton, Bermuda 

Unit Price 

Gibbons Deposit 
Company 

South Shore Regional Hospital 

Bridgewater, NS 

2 

Bremner’s Plumbing & 
Heabng 

Deck Framing & Railing 

Elmsdale, NS 

2 

Airport Hotel 

Bone Lattice - Lewiston 
Substation 

Lewiston. ME 

100 

Central Maine Power 

Tuft's Cove Gas Addition Project 

Tuft’s Cove, NS 

Installation 

Nova Scotia-Power 

Inc. 

Your Father’s Moustache 

Halifax, NS 

10 

Mannex Projects 
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1 Pier 21 - MIsc. Metals 

1 Halifax, NS 

1 50 

I Robert McAlpfne 1 

1 Atlantic Ltd. 1 
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Yarmouth Regional Hospital 

Yarmouth, NS 

170 

Western Regional 
Health Board 

LOM Office Structure 

Hamilton, Bermuda 

150 

D & J Construction 

Independent Living Facility 
: PlainsOoro, NJ 

1300 

Suffolk Construction 

Pier 21 Centre 
' Halifax, NS 

55 

pier 21 Society 

Wontachusett High School 
Fitchburg, MA 

340 

TLT Construction 

Screening Facility 

Windsor. NS ' 

I 

147 

Fundy Gypsum Miller 
Creek 

Central Artery Decir Beams 

Boston, NAA ' 

1000 

Perini, Kiewit, 

Cashman 

MV Trinity & Burin Sea 

Dartmouth, NS 

328 

Secunda Marine 
Services 

Sunrise of Stamford 

Stanford, CT 

215 

Suffolk Construction 

Sunrise of Wilton 

Wilton, CT 

154 

Suffolk Construction 

Target Store 

Danvers, MA 

70 

Prime Steel Erectors 

Alderney Landing, Ulsc. Metals 

Dartmouth, NS 

60 

Halifax Regional 
Municipality 

Cole Harbour Place 

Dartmouth, NS 

22 

Dineen Construction 

Boggy Brook Transmission 

Tower 

Ellsworth Falls. ME 

30 

I Union Water Power 

I Co. 

M«ga*Ooors 

Halifax, NS 


, Halifax Shipyard 

Limited 

Hanger Doors 

Algeria 

450 

, EntraTech Inc. 

Glen Arbour Clubhouse 

Glen Arbour, NS 

50 

Annapolis Basin Group 
Inc. 

First Lake Shopping Centre 

Sackvilie, NS 

50 

Westdaie Construction 

Bayer’s Road Shopping Centre 

Halifax, NS 

j 500 

Dineen Construction 

Halifax Shopping Centre Addition 

Halifax, NS 

1500 

Fraser Brace 

Plant Expansion, Stora 

Port HawKsbury, NS 

160 

Stora Forest 
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Astral Drive School 

Dartmouth, NS 

206 

Erskine Builders 

Burnaby Street Building 

Hamilton, Bermuda 

75 

Triangle Exports 

Nova Scotia Youth Cen°^tre 

Kentville, NS 

200 

Dineen Construction 

Cola Harbour Place 

Dartmouth. NS 

725 

Dineen Construction 

Leon’s Furniture Store 

Dartmouth, NS 

320 

Eills-Don Atlantic 

Metropolitan Place 

Dartmouth, NS 

275 

Delcor 

Sackvilia Sportspiex 

Sackviile, NS 

450 

Dineen Construction 

Boat Haul Out Cradles 

Yarmouth, NS 

125 

Annapolis 

Development 

Commission 

Pipe Supports 

Dartmouth, NS 

210 

! O.E.L 

Power Substation 

St. Pierre-et-Miquelon 

125 

St, Pierre 

Power Substations 

Various - Newfoundland 

225 

Newfoundland Hydro 

Transmission Towers 

Cape Breton, NS 

200 

Nova Scotia Power 

Inc. 

Pratt & Whitney Plant 

Elmsdale, NS 

747.5 

Fraser Brace 

Eastern Passage School 

Dartmouth, NS 

235 

Ellis-Don Atlantic 

Health & Welfare Building 

Dartmouth, NS 

225 

Dineen Construction 

Cow Head Fabrication Facility 

St John's, NFLD 

848 

Giidart Construction 

Transmission Towers 

Cape Breton. NS 

3250 

Nova Scotia Power 
inc. 

Transmission Towers 

Various - Newfoundland 

1100 

New Brunswick Power 

G.S.T. Headquarters 

Summerside, PE! 

1094 

Public Works Canada 

Woolco Store 

Sackviile, NS 

500 

Maxim Construction 

Cabot institute 

St. John’s, NFLD 

165 

Triad Fabricators 

Cole Harbour School 

315 

Dineen Construction 
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Dartmouth, NS 


R.C.M.P. Headquarters 

St. John’s, NFLD 


500 


Maxim Construction 


Sir Wilfred Grenfell College 

St. Anthony, NFLD 


Merit Management 


Aberdeen Hospital 

New Glasgow. NS 


375 


Ellis-Don 


Superstore 

Halifax, NS 


iPCF Properties 


Chain Link Building 

Halifax, NS 


W.M. Fares and 
Associates 


Confederation Bridge PEI 

Northumberland Strait 


1500 


Umacs Canada 


Confederation Bridge PEI 

Northumberland Strait 


Strait Crossing 



Confederation Bridge PE! 


Whitney Institute 

Hamilton, Bermuda 

47 

Fred Petty & 

Associates 

Ferry Terminal Upgrade 

Port-Aux-Basque, NFLD 

160 

Meridian Management 

Boom, Crutches, Pedestals 

Dartmouth, NS 

150 

Secunda Marine 

1S5 Chain Lake Drive 

Halifax. NS 

350 

W.M. Fares and 
Associates 

Hillsborough Bridge 

Charlottetown, PE! 

1000 

Strait Crossing Inc. 

Point Webster School 

Quincy, MA 

220 

Bonfatti Construction 

Natick Centre 

Natick, MA 

4S3 

R.W. Granger 

Stora Forest Products 

Port Hawksbury, NS 

1000 

Maxim Construction 

Waterfront, Pitts Bay 

Hamilton, Bermuda 

1500 

BCM McAlpine 

ALL School 

Worchester, MA 

1000 

Peabody Construction 

JFK Airport Columns 

New York, NY 

1 ” 

Quickway Metal 
: Fabricators 
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May 1,2002 


BELTON 

LNDUSTRF 


The Honorable Paul Sarbanes, Chairman 
Senate Banking Committee 

Attention; Lauri Better 

FAX: 202 224 2080 


Dear Senator Sarbanes: 

We are proud members of the National Association of Manufacturers and are confident that in 
the next few days you will hear quite compelling testimony concerning the overvalued dollar 
from them and a coalition of associations representing the major w^ealth building engines of our 
economy. Our company is a small manufacturing concern in the business of manufacturing for 
over eighty five years. The company has stayed in business by being flexible and willing lo 
change directions as markets and customer needs changed. We are quite comfortable in a free 
market environment where the playing field is level. 

I agree with the notion that markets should decide currency's value. However, when a 
government, steps in and artificially controls its currency, it is then out of the market arena, and 
the consequences of their actions are spread to other countries. Thus a government that 
presides over a country that is economically out of control, and forces a major devaluation or 
its currency as a quick remedy, creates an action that may begin to help its citizens, but at the 
expense of manufacturing jobs in this country and elsewhere. Since economy-wide 
employment peaked in March 2001 a total of over 1.2 million jobs have been lost in the 
manufacturing sector. In our small company we have been forced to scale back production and 
with it over one third of our work force. We did not loose customers, but as our customer bs^ ;- 
lost volume, they had to reduce their off take from us. A large portion of our customer base 
made products for the export market. Their business decline started back in 1 997 and bcc? ' 
increasingly worse as the dollar began to appreciate rapidly. Over time domestic markets wir- 
caused to shift to overseas sources causing erosion of business in that sector of their business as 
well. 
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I see ihis as a modem version of the old trick used by governments of old. For hundreds of 
years, when things got sticky internally, rulers frequently stirred up trouble on the border to 
bring Its subjects together in a defensive (and hence more loyal) mode. A major currency 
devaluation certainly stirs up things on the border, and though making imported articles more 
expensive, does fuel job growth in. their manufacturing sector, which begins to build wealth 
within their country. If we on the other side of the border do nothing, we can expect to see 
imports become cheaper, but our consumers will become less affluent as they loose the good 
paying manufacturing jobs. In our case, especially since we are trade debtor nation, the 
cheaper imports keep prices down and m the short term buffer the hurt of the many who are 
made less affluent by the loss of higher paying jobs. Finally the loss of wealth in this count!'; 
will take its toll. Then eventually our country is forced into the position of the nation that fired 
the "devaluation shot” at us. Seems to me we entered into an era of currency/trade wars in the 
mid to late 90s and to date are losing. 

It is a government to government induced problem; thus the expectation for a government 
resolution. ! applaud the hearing you are giving this matter, and hope that you and your 
colleagues will take to heart the gravity of the situation. 

Respectfully, 

Carroll B. Han, Sr. 

President 




254 


MEMO 


TIMKEN 


Mark W. propst WORLDWIDE LEADER IN BEARINGS AND STEEL 

Gene'-al Manager 
Gaffney Bearing Plant 


May 1,2002 

TO: The Honorable Paul Sarbanes, Chairman 

Senate Banking Committee 
Attention: Lauri Better 

SUBJECT: Strong Dollar Policy 


; . '.he last two years there have been many factors that have contributed to the U.S. manufacturing 
recession. One of the principal reasons has been the value of the dollar. In the past year nearly 1.4 
million manufacturing jobs have been lost in the U.S. During the same recent period, the dollar has 
risen 30%, This can not be viewed as coincidence, but rather directly related, 

^ nm writing to ask for your action to address this problem, The manufacturing strength of the U.S. 

'• cit stake. The Administration should take immediate steps with the benefit of congressional 

‘'-cpport: 

■ Announce clearly that the market should set the value of the dollar, that the dollar is too high and 
the Treasury will not intervene in foreign exchange markets to prevent the dollar from adjusting. 
State that the United States will oppose foreign country interventions designed to slow 
litovement of currencies toward equilibrium. 

Seek agreement that the G8 countries should work together to achieve currency alignment. 

Your attention to this problem is urgently needed. 
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01 May 2002 


The Honorable Paul Sarbames 
Chairman, Senate Banking Committee 
Attn: Laurie Better 

Room 334, Dirksen Senate Office Building 
Washington. DC 20510 

The Honorable Phjl Gramm 
Ranking Minonty Leader, Senate Banking Committee 
Room 534, Dirksen Senate Office Building 
Washington, DC 20510 

Gentlemen; 

I am a structural engineering consultant to an organization of 45 New England structural steel 
fabricators that, for about eight years, have been facing increasingly unfair trade with Canadian 
fabricators from the Eastern Provinces. 

Since the NAFTA Agreement, the Canadian dollar has been decreasing m value relative to U.S. 
currency. For the past several years it has hovered in the S.60 US $.70 US range There does not 
seem to be any fundamental economic reasons for their dollar to be worth so little relative to ours. 
There are about 30 Canadian fabricators bidding and taking structural steel work for buildings in 
New England. Many of these projects arc schools that are funded by local tax revenues collected 
from local American workers. 

Mainly because of the weak Canadian dollar, Canadians can bid vvork 10% to 25% less that New 
England fabricators. Now that the strong construction market has slowed down, the viability of 
yet another manufacturing industry in the Northeast (and nationwide) is threatened. 

The Canadians do not produce a better product, nor are they more efficient than Amei..\ 
companies. The deplorable Canadian dollar is the main factor causing the unfair trade balance la 
our industry Any help you can provide to level the playing field would be very welcomed. 



Emile W.J. Troup, P E , Consultant 
Structural Steel Fabricators of New England 
www.3sfhe.org 


ENGJNEEf^SA BUILDERS 
fUTQMATION MACHINEI?V A SYSTEMS 
TOOLS, DIES & EDM 
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RESEARCH 

AUTOMATION 

N, onroRAI EO 


May 3, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte. 
Attn; Laurie Better 
Room 534 

Dirksen Senate Office Building 
Washington, DC 20510 


Dear Senator Sarbanes, 

We need your help. 

For the first time in 31 years, I have been forced to lay off skilled craftsmen 
who were engaged in designing and building the machinery and equipment 
that Manufacturing uses to achieve the productivity that gives all Americans 
the standard of living we have come to expect and enjoy. 

The overvalued dollar is a prirne factor in the demise of Manufacturing and 
Manufacturing Jobs in this country. 

We all need your help NOWI 



(tepherf P. 

President 

RESEARClji AUTOMATION INC. 
SPA/sk 


MEMIER 

■iMm 


T00LIN6 4 
MAMUMOUnW 
A»OCIAT»ON 
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ASTEN T OHNSON 


May 3, 2002 


Via fax: 202-224-2080 

The Honorable Paul Sarbanes, Chairman 
Senate Banking Committee 
Attention: Lauri Better 

Dear Senator Sarbanes: 

The Treasury Department’s “strong dollar" policy is making us weak! This policy has 
caused the dollar to hit a 16-year high and the value of the dollar has increased by 30 
percent over the last five years. This has cost over 1 .3 manulacturing jobs just in the 
last year alone. 

In today’s competitive global marketplace, we need to suppor legislation that will help 
our domestic producers compete. 

As a result of this policy, we have had to close plants and layoff workers. We ask that 
you please reconsider this policy and help us keep US jobs and US plants open. 


Sincerely, 



William A. Finn 
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MARTIN BR ASSaDeMjRy. 


May 3. 2002 


The Honorable PbilGxaram 
Ranking Minority Member 
Senate Banking Cte. 

Room 534, Dirksen Senate OfHce 
Washington, DC 20510 

Dear Sir: 

I am writing to you to inform you of my opinion that the dollar is overvalued. Manin Brass Foundry 
is a Los Angekg, Ca. based brass foimdry which employes 80-100 people. 

We.„are facing increasing competition from overseas, resulting in a production decline and the laying 
o.ff of 25-30 employees. Eventhough wears cnvicoumemaly concct, the cost of complyins with 
cnyironmeiii'al issues added to a 20% decline in production places ns in a difHcult position. We are 
una.bIetoi:pass such costs on to our customers, as we are in a competitive market, 

.Fpfeign.cb'mpetitioa is going after the customers tliat order high volume items, Since they den'; : . 
to;c.6tiited;i:i;With all of our governmental regulations and fees, ixighev labor costs, etc. we are in a r:,o 
winpo'sifibli, 

As a U.S. corporation how are wc going to compete? 

Sincerely, 

Roland Martin 
Pres. 
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May 8, 2002 


The Honorable Paul Sarbanes 
Chairman, Senate Banking Cte. 

Attn: Laurie Better 

Room 534, Dirksen Senate Office Building 
Washington, DC 205 1 0 
FAX: 202-224-2080 
Laurie hKttKrit^haTikiny.iip.nale pnv 


To the Honorable Paul Sarbanes: 


As a company that designs and manufactures machine tools in the U.S., we are facing the most 
serious crisis in our 30 years of existence. We are faced with tremendous competition from 
overseas which is aided by both lower manufacturing costs and more importantly, by an 
overvalued dollar which has inflicted serious harm to oin company’s ability to compete on a 
level playing field. The importance of manufacturing to the genera! welfare of the U.S. economy 
cannot be overemphasized. The importance that the machine tool industry plays in making 
manufacturers more competitive is a recognized fact in every indusmialized country except the 
U.S. When countries such as Germany, France and Switzerland, which have higher costs to 
manufacture, must transport their goods, pay duties and freight and can still undersell us fay 20 to 
30% in our own backyard, then something is wrong. Today we are unknowingly (knowingly) 
sacrificing our own domestic industries for short-term gain. U.S. companies must compete 
fiercely in a global economy where mo.st countries only think globally when it comes to selling 
their products cheaply in the U.S. I urge you to take whatever measures are necessary to bring 
the value of the U.S. dollar back to its true value. 


Sincei^y, 





/Richard W. Bert^che 
Bcrtsche Engineering Corporation 



